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To Perceptron’s Valued Shareholders:

Fiscal 2007 has been a seminal year for the Company. As many of you had observed, we began the year in an
economic climate that precipitated one of the worst years the North American automotive companies had
experienced in recent memory. The sales declines in the first and second quarters of the fiscal year reflected
customer delays in both North America and Europe, as customers in both of these regions delayed some of their
tooling programs as a result of restructuring efforts and reassessed programs in response to their customers’
demand for more fuel efficient models.

Though at the time it was difficult to predict how leng the downiurn would last, the Company remained
encouraged and optimistic about its future. We had already seen the first resuits from our product development
in our commercial product line. At the beginning of the second quarter, we received the first orders for our
commercial product from our partner, Ridge Tool, a division of Emerson Electric Co. The product, branded the
SeeSnake® micro™ by Ridge Tool, began shipping at the end of the third quarter and was received by the
market with considerable enthusiasm.

By the end of the fisca! year the Company also had made significant investments in the Asian automotive
marketplace, building its presence in both Japan and China. China is a growing automotive market. We are
installing our Automated Systems in locations that include an indigenous Chinese auto maker, a Korean car
company building a plant near Beijing, and at another Korean car company building a plant in China. None of
these orders would have been possible without our investment in resources in Asia. We are maximizing our
effectiveness by working with third parties where it makes sense. We are excited about the available business in
China, Japan, and Korea, and, about our ability to leverage the relationships we are developing with these Asian
companies to get business in their plants in Europe and North America.

As the fiscal year ends, we have seen the automotive businesses become healthier and begin to show signs of
recovery. Shipments in our fiscal fourth quarter ending June 30 were up in that sector due to acceleration of
deliveries by some customers. We also saw increased shipments in the Company's Technology Products
business, driven for the most part by strength in the new commercial product. In addition, overall bockings of
$19.7 million for the fourth quarter were strong and we start fiscal 2008 with a backlog of $23.0 million.

As we look forward, we remain very optimistic about the future. Though our European sales may not be at the
same levels we experienced in our fiscal year ended June 30, 2007, we do expect revenues in our North
American and Asian automotive operalions to be somewhat stronger in fiscal 2008, and continue growing into
fiscal 2009. Moreover, we expect our Technology Products business to grow considerably, resulting in
significantly higher revenues and profits for the Company as a whole.

The SeeSnake® micro™, which has been very popular among the trade professionats who have purchased the
product through Ridge’s distribution network, was introduced through Ridge's partner, The Home Depot, at the
end of September 2007. Based upon the thorough market research conducted by both Perceptron and by Ridge
Tool, we believe the reception at the retail level will be strong as well,




In the Automated Systems business, Perceptron continues to explore ways to leverage its technology and
market presence into other industrial applications. For instance, during fiscal 2008, the Company plans to work
with a8 manufacturing line builder partner to demonstrate the capability of our AutoGuide robot guidance system
to a major consumer appliance manufacturer.

Perceptron is proud of the value it brings its customers and its shareholders. We appreciate that you are part of
our ownership family.

Sincerely,

sz

Alfred A. Pease
Chairman cf the Board, President
and Chief Executive Officer

Safe Harbor Statement

Certain statements in this letter may be “forward-looking statements” within the meaning of the Securities
Exchange Act of 1934, including our expectations as to fiscal 2008, fiscal 2009 and future revenue, net income
levels and the rate of new orders, and our ability to achieve revenue and net income increases from our
investments in recently introduced and new unreleased products and geographic growth opportunities in the
United Statss, Europe, Eastern Europe and Asia. We assume no obligation for updating any such forward-
looking statements to reflect actual results, changes in assumptions or changes in other factors affecting such
forward-looking statements. Actual results could differ materially from those in the forward-looking statements
due to a number of uncertainties, including, but not limited to, those set forth on pages 21 and 24 of the attached
Form 10-K under “ltem 7: Management's Discussion and Analysis of Financia! Condition and Results of
Operations - Safe Harbor Statement” and Item 1A, “Risk Factors” on page 11.
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PART 1
ITEM1: BUSINESS
General

Perceptron, Inc. {“Perceptron” or the "Company”) develops, produces and markets non-contact metrology solutions for
manufacturing process control as well as sensor and software technologies for non-contact measurement and inspection
applications. Perceptron’s product offerings are designed to improve quality, increase productivity and decrease costs in
manufacturing and product development. Perceptron also produces innovative technology solutions for scanning and
inspection, serving industrial, trade and consumer applications. Among the solutions offered by the Company are: 1)
Laser-based, non-contact gauging systems that provide 100% in-line measurement for reduction of process variation; 2)
Laser-based, non-contact systems that guide robots in a variety of automated assembly applications; 3) Laser-based,
non-contact 3-D scanning systems that eliminate costly and complex mechanical devices, and; 4) Technology products
and software for the Coordinate Measurement Machine (CMM), portable CMM, whee! alignment, reverse engineering,
digitizing, inspection and forest products industry. The Company services multiple markets, with the largest being the
automotive industry. The Company's primary cperations are in North America, Europe and Asia.

The Comganys current principal products are based upeon proprietary three-dlmensmnal image processmg and
AutoSclve™ feature extraction software algorithms combined with the TriCam® three-dimensional object imaging
technology. TriCam® technology uses structured laser light triangulation techniques to obtain accurate three-dimensional
measurements.

The Company has recently introduced a new line of electronic inspection products. The new line is currently being sold to
an original equipment manufacturer (“OEM") and distributed through its wholesale and retail distribution networks
targeting both the professional tradesmen and the do-it-yourself homeowner. The products leverage the Company's
strong technical expertise in electronics, optics, and image processing.

The Company was incorporated in Michigan in 1981 and is headquartered at 47827 Halyard Drive, Plymouth, Michigan
48170-2461, (734) 414-6100. The Company also has operations in Munich, Germany; Voisins le Bretonneux, France;
Barcelona, Spain; Sao Paulo, Brazil; Tokyo, Japan; Shanghai, China and Singapore.

Markets

The Company services multiple markets, with the largest being the automotive industry. The Company has product
offerings encompassing virtually the entire automobile manufacturing process, including product development,
manufacturing process development and implementation, stamping and fabrication, body shop, paint shop, trim, chassis
and final assembly. The Company also believes there are applications for its three-dimensional measurement systems in
other industrial and commercial applications. The foregoing statement is a “forward-looking statement” within the meaning
of the Securities Exchange Act of 1934, as amended (“Exchange Act”). See ltem 7, “Management's Discussion and
Analysis of Financial Condition and Results of Operations — Safe Harbor Statement” and Item 1A, “Risk Factors”, for a
discussion of a number of uncertainties which could cause actual results to differ materially from those set forth in the
forward-looking statement.

The Company has recently announced the introduction of a new line of electronic inspection products. The first product in
this line is being sold to an OEM and distributed through wholesale and retail distribution networks targeting the
professional tradesmen and the do-it-yourself homeowner.

Products and Applications
Automated Systems

AutoGauge These systems are used in the assembly and fabrication plants of many of the world's Ieadmg auto
manufacturers and their suppliers to contain, correct and control the quality of body structures. AutoGauge systems are
placed directly in the manufacturing line to automatically measure critical dimensional characteristics of automotive
vehicles, sub-assemblies and parts using non-contact, laser triangulation sensors.

AutoGaugt—‘s® has the ability to provide hybrid systems containing both fixed-mounted sensors and robot-mounted sensors.
This ability provides automotive manufacturers with the flexibility to measure multiple vehicle styles or part types on a
single manufacturing line while maintaining their high-speed production rates.




AutoFit®: These systems are used in automotive manufacturing plants to contain, correct and control the fit of exterior
body panels. The system automatically measures, records and displays the gap and flushness of parts most visible to the
automobile consumer such as gaps between front and rear doors, hoods and fenders, and decklids and rear quarter
panels. The TriCam® laser triangulation sensor has been enhanced to enable gap and flushness to be measured in
several parts of the manufacturing process: in the body shop during assembly of non-painted vehicles, and in the final
assembly area after the vehicle has been painted. AutoFit® has the ability to measure vehicles while in motion along the
assembly line or in a stationary position.

AutoScan® These systems provide a fast, non-contact methad of gathering data for the analysis of the surface contour of
a part or product such as automotive closure panels including doors, decklids, and hoods. These systems use a robot
mounted Contour Tricam® sensor specifically designed to “scan” a part as the robot moves throughout its path. The
AutoScan® system measures and collects the “point cloud data™ required for contour analysis and dimensional feature
extraction. This allows the part's shape to be automatically scanned and compared to a computer-generated design.

AutoGuide®: These robot guidance systems were developed in response to the increasing use of robots for flexible,
automated assembly applications. These systems utlllze Perceptron sensars and measurement technology to improve the
accuracy of robotic assembly operations. AutoGuide® systemns calculate the difference between theoretical and actual
relationships of a robot and the parl being assembled and send compensation data, in six axes, to the robot. Robotic
applications supported by AutoGuide® include windshield insertion, roof loading, hinge mounting, door attachment, sealant
application and many others.

Value Added Services

The Company provides additional services including: training, field service, launch support services, consulting services,
maintenance agreements, repairs, and software tools.

Technology Products

ScanWorks®: The Company provides ScanWaorks® products to a variety of markets through third party original equipment
manufacturers (“OEMs™), system integrators and value-added resellers (*VARs”). These products target the digitizing,
reverse engineering, and inspection markets.

ScanwWorks® is a hardware/software comgonent set that allows customers to add digitizing capabilities to their machines
or systems. The use of the ScanWorks™ software and the Contour Probe® sensor enables users to collect, display,
manipulate and export large sets of “point cloud data” from portable CMMs.

ToolKil is a software solution enabler used by CMM manufacturers, system integrators and application software
developers. |l enables the integration of Perceptron's laser-based scanning technology into their proprietary systems.

Non-Contact Whee! Alignment Components (NCA): NCA components include WheelWorks® software and sensors based
upon the TriCam® design. These technology components offer a fast, accurate, non-contact method of measuring wheel
position for use in automated or manual wheel alignment machines in automotive assembly plants. The Company
supplies NCA components to multiple wheel alignment machine OEMs in Europe, Asia and North America.

Forest Products: Under the terms of a Sensor Supply and Manufacturing License Agreement between the Company and
U.S. Natural Resources, Inc., (USNR), (“Sensor Supply Agreement”), the Company manufactures and supplies TriCam®
sensors to USNR for use in varicus optimizing applications.

Commercial Products: The Company has recently introduced a new line of electronic inspection products. The products
leverage the Ccmpany's strong technical expertise in electronics, optics, and image processing. The first product in this
line is sold to Ridge Tool Company pursuant to a long-term supply agreement. The product is sold by Ridge Tool through
distribution channels in the United States, Canada, Europe and Asia. The product is marketed by Ridge Tool under the
product name SeeSnake® micro™ to both the professional tradesmen and the do-it-yourself homeowner. The
SeeSnake® micro™ is an oplical technology tool that allows its user to see in unreachabte places, via a liquid crystal
display screen on a hand held unit. It is used to detect and diagnose problems a tradesperson or homeowner may have
beneath, behind, or in-between places that cannot otherwise be seen — such as around machinery, inside pipes, behind
walls, inside ductwork, etc. Attachments also allow the user to retrieve loose objects via a hook or magnet. Details of the
current product are avaitable at the RIDGID® website, www.ridgid.com. The information found on the websile is not part of
this or any report the Company files with, or furnishes to, the SEC. The Company has follow on products planned which it
expects to introduce in fiscal 2008 and beyond. The foregoing statements are “forward-looking statements” within the
meaning of the Securities Exchange Act of 1934, as amended. See ltem 7 “Management’s Discussion and Analysis of
Financial Condition and Results of Operalions — Safe Harbor Statement” and ltem 1A, “Risk Factors” for a discussion of a
number of uncertainties which could cause actual results to differ materially from those set forth in the forward-looking
statements.




For information regarding net sales, operating income and net assets of the Company’s two business segments,
Automated Systems and Technology Products, see Note 11 to the Consolidated Financial Statements “Segment and
Geographic Information.”

Sales and Marketing

The Company markets its products directly to end users, and through manufacturing line builders, system integrators,
VARSs and OEMs.

The Company's direct sales efforts are led by account managers who develop a close consultative selling relationship with
the Company's customers. The Company also provides Technology Products to selected system integrators, OEMs and
VARs that integrate the Company’s products into their own systems and products for sales to end user customers.

The Company has two segments, its Automated Systems Segment and its Technology Products Segment.

The Company either sells its Automated Systems Products directly or through manufacturing line builders, system
integrators or QCEMs. The Company's principal customers for its Automated Systems products have historically been
automotive companies. The Company's Automated Systems products are typically purchased for instaliation in
connection with new model re-tooling programs undertaken by these companies. As sales are dependent on the timing of
customers’ re-tocling programs, sales by customer vary significantly from year to year, as do the Company's largest
customers. For the fiscal year ended June 30, 2007, approximately 31% of total net sales were derived from the
Company's four largest automotive customers (Volkswagen, General Motors, DaimlerChrysler and BMW). The Company
also sells to manufacturing line builders, system integrators and OEMs, who in turn sell to these same automotive
companies. For the fiscal year ended June 30, 2007, approximately 12% of net sales were to manufacturing line builders,
system integrators and CEMs for the benefit of the same four automotive companies. For the fiscat year ended June 30,
2006, approximately 38% of total net sales were derived from the Company’s four largest automotive customers (General
Motors, Volkswagen, BMW and Peugeot Citroen). For the fiscal year ended June 30, 2005, approximately 40%, of total
net sales were derived from the Company's four largest automotive customers (General Motors, DaimlerChrysler,
Volkswagen and Ford). For the fiscal years ended June 30, 2006 and 2005, approximately 9% and 13%, respectively, of
net sales, were to system integrators and OEMs for the benefit of the same four largest customers. These numbers
reflect consolidations that have occurred within the Company’s four largest automotive customers. During the fiscal year
ended June 30, 2007, sales to Volkswagen and General Motors were 13.2% and 11.7%, respectively, of the Company's
total net sales. At June 30, 2007, accounts receivable from Volkswagen and General Motors totaled approximately $2.5
million and $1.4 million, respectively.

The Company sells its Technology Products to a variety of markets through OEMs, system integrators and VARs. These
Technology Products target the digitizing, reverse engineering and inspection markets. The Company's commercial
products will be distributed through third party OEMs with marketing knowledge and distribution channels in the wholesale
and retail market. The Company’s commercial products are currently sold to Ridge Tool for distribution through Ridge
Tool and its customers’' wholesale and retail distribution networks. During the fiscal year ended June 30, 2007, sales to
Ridge Tool were 11.3% of the Company's total net sales. At June 30, 2007, accounts receivable from Ridge Tool totaled
approximately $4.9 million.

In fiscal year 2002, the Company scld substantially all of the assets of its Forest Products business unit. As part of the
sale, the Company and USNR entered into a Covenant Not to Compete dated March 13, 2002. The Company agreed,
among other matters, for a period of ten years not to compete with USNR in any business in which the Forest Products
business unit was engaged at any time during the three-year period prior to the closing of the transaction, and for so long
as USNR is a customer of the Company, not to sell products or services intended primarily for operators of wood
processing facilities or license any intellectual property to any third party primarily for use in any wood processing facility.

Manufacturing and Suppliers

The Company’s manufacturing operations consist primarily of final assembly, testing and integration of the Company's
software with individual components such as printed circuit boards manufactured by third parties according to the
Company's designs. The Company believes a low level of vertical integration gives it significant manufacturing flexibility
and minimizes total product costs.

The Company purchases a number of component parts and assemblies from single source suppliers. With respect to
most of its components, the Company believes that alternate suppliers are readily available. The Company's commercial
products currently are manufactured for the Company by a single subcontractor located in China. Component supply
shortages in certain industries, including the electronics industry, have occurred in the past and are possible in the future
due to imbalances in supply and demand. Significant delays or interruptions in the delivery of components, assemblies or
products by suppliers, or difficulties or delays in shifting manufacturing capacity to new suppliers, could have a material
adverse effect on the Company.




International Operations

Europe: The Company's European operations contribuled approximately 43%, 33%, and 36%, of the Company's net
sales during the fiscal years ended June 30, 2007, 2006 and 2005, respectively. The Company's wholly-owned
subsidiary, Perceptron Europe B.V. (“Perceptron B.V."), formed in The Netherlands, holds a 100% equity interest in
Perceptron (Europe) GmbH (“Perceptron GmbH"). Perceptron GmbH is located in Munich, Germany and is the
operational headquarters for the European markel. Perceptron GmbH holds a 100% interest in Perceptron E.U.R.L.
located in Voisins le Bretonneux, France and a 100% interest in Perceptron lberica SL located in Barcelona, Spain. At
June 30, 2007, the Company employed 56 people in its European operations.

Asia; The Company operates direct sales, application and support offices in Tokyo, Japan and Singapore to service
customers in Asia. In fiscal 2008, the Company opened a direct sales, application and support office in Shanghai, China.

South America: The Company has a direct sales, application and support office in Sao Paulo, Brazil to service customers
in South America.

The Company’s foreign operations are subject to certain risks typically encountered in such operations, including
fluctuations in foreign currency exchange rates and controls, expropriation and other economic and local policies of
foreign governments, and the laws and policies of the U.S. and local governments affecting foreign trade and investment.
For information regarding net sales and identifiable assets of the Company’s foreign operations, see Note 11 to the
Consolidated Financial Statements, "Segment and Geographic Information”.

Competition

The Company believes that its Automated Systems products provide the best and most complete solutions to its
customers in terms of system capabilities and suppori, at a competitive price for the value provided, which it believes are
the principal competitive factors. The principal competitive factors for the Company's Technology Products are a
competitive price for the level of functionality and reliability provided. The Company believes its Technology Products are
well focused technologically and ergonomically toward the targeted end user's requirements. There are a number of
companies that sell similar and/or alternative technologies, methods and products into the same markets and regions as
the Company.

The Company believes that there may be other entities, some of which may be substantially larger and have substantially
greater resourcas than the Company, which may be engaged in the development of technology and products, that could
prove to be competitive with those of the Company. In addition, the Company believes that certain existing and potential
customers may be capable of internally develcping their own technelogy. There can be no assurance that the Company
will be able to successfully compete with any such entities, or that any competitive pressures will not result in price erosion
or other factors, which will adversely affect the Company’s financial performance.

Backlog

As of June 30, 2007, the Company had a backlog of $23.0 million, compared to $18.8 million at June 30, 2006. Most of
the backlog is subject to cancellation by the customer. The level of order backlog at any particular time is not necessarily
indicative of the future operating performance of the Company. The Company expects to be able 1o fill substantially all of
the orders in its backlog by June 30, 2008.

Research and Development

The Company has multiple development initiatives focused on new products to: increase market share penetration in
existing markets; expand into new and adjacent markets; and to diversify into new, non-adjacent markets. The Company
alsc has multiple development initiatives focused on the continucus improvement of our existing products and systems to:
reduce material and installation costs; enhance performance; add new features and functionality; and to incorporate
appropriate new technologies as they emerge.

The Company's research, development and engineering activities are currently focused on: high-accuracy, laser-based
dimensional sensors; high-accuracy, high-throughput scanning sensors; complex feature recognition algorithms;
specialized three-dimensional metrology software; manufacturing process display and analysis software; control system
and robotic interface software; related cell and system hardware; and new Technology Product segment initiatives that
utiize many of the Company's core competencies to address specific customer needs, such as software interfaces, cell
designs and system hardware. As of June 30, 2007, 49 persons employed by the Company were focused primarily on
research, development and engineering.

For the fiscal years ended June 30, 2007, 2006 and 2005, the Company's research, development and engineering
expenses were 57.9 million, $7.8 millicn and $7.2 million, respectively.




Patents, Trade Secrets and Confidentiality Agreements

As of June 30, 2007, the Company has been granted 26 U.S. patents and has pending 11 U.S. patent applications, which
relate to various products and processes manufactured, used, and/or sold by the Company, including 10 patents and
patent applications relating to its Technology Products. The Company also has been granted 16 foreign patents in
Canada, Europe and Japan and has 17 patent applications pending in foreign locations, including 6 patents and patent
applications relating to its Technology Products. The U.S. patents expire from 2008 through 2025 and the Company's
existing foreign patent rights expire from 2007 through 2027. In addition, the Company holds perpetual licenses to more
than 35 other U.S. patents including rights to practice 6 patents for non-forest product related applications that were
assigned to USNR in conjunction with the sale of the Forest Products business unit in 2002. The expiration dates for
these licensed patents range from 2007 to 2020.

The Company has registered, and continues to register, various trade names and trademarks including Perceptron®,
AutoGauge®, IPNet®, AutoFit®, AutoGuide®, AutoScan®, AutoSolve®, Contour Probe®, ScanWorks®, TriCam®,
WheelWorks®, Visual Fixturing® and LASAR®, among cthers, which are used in connection with the conduct of its
business.

Perceptron's products include hardware (camera, lens, etc.) for scanning an image and imbedded software (extraction
software algorithms) to convey the results of the scan to the customer. The hardware and software operate and are sold
as one product. Perceptron generally does not market its software algorithms as a separate item distinct from the
scanning product. The Company's software products are copyrighted and generally licensed to customers pursuant to
license agreements that restrict the use of the products to the customer's own internal purposes on designated Perceptron
equipment. The licensing language conveys the proprietary nature of the Company's product.

The Company also uses non-disclosure agreements with employees, consultants and other parties.

There can be no assurance that any of the above measures will be adequate to protect the Company’s intellectual
property or other proprietary rights. Effective patent, trademark, copyright and trade secret protection may be unavailable
in certain foreign countries.

The Company has been informed that certain of its customers have received allegations of possible patent infringement
involving processes and methods used in the Company’s products. Certain of these customers, including customers who
were parties to patent infringement suits relating to this matter, have settled such claims. Management believes that the
processes used in the Company's products were independently developed withoul utilizing any previously patented
process or technology. Because of the uncertainty surrounding the nature of any possible infringement and the validity of
any such claim or any possible customer claim for indemnity relating to claims against the Company's customers, it is not
possible to estimate the ultimate effect, if any, of this matter on the Company’s financia! statements.

The Company has licensed certain of the Company's patents relating to non-contact wheel alignment s;stems to another
company on a non-exclusive basis. In August 2003, the Company ceased the manufacture of LASAR™ sensors and, as
required by the terms of the Sensor Supply Agreement, the Company granted a non-exclusive, perpetual worldwide
license to USNR to manufacture LASAR™ sensors primarily intended for sale to operators of wood processing facilities
(e.g., sawmills, planer mills, panel mills, eic.).

Employees

As of June 30, 2007, the Company employed 231 persons. None of the employees is covered by a collective bargaining
agreement and the Company believes its relations with its employees to be good.

Available Infermation

The Company’s Internet address is www.perceptron.com. There the Company makes available, free of charge, its annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any amendments to those reports,
filed or furnished after the date of this Form 10-K, as soon as reasonably practicable after the Company electronically files
such material with, or furnishes it to, the Securities and Exchange Commission (“SEC™). These reports can be accessed
through the Company section of the website. The information found on the Company’s website is not part of this or any
report the Company files with, or furnishes to, the SEC.
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ITEM 1A: RISK FACTORS

An investment in our Common Stock involves numerous risks and uncertainties. You should carefully consider the
following information about these risks. Any of the risks described below could result in a significant or material adverse
effect on our future results of operations, cash flows or financial condition. The risks and uncertainties described below
are not the only ones we face. Additional risks and uncertainties that we are unaware of, or that we currently deem
immaterial, also may become important factors that adversely affect our business in the future. We believe that the most
significant of the risks and uncertainties we face are as follows:

Cur_revenues are principally derived from the sale of products for use in the global automotive market,
particularly by manufacturers based in the United States and Western Europe. These manufacturers have
experienced periodic downturns in their businesses that could adversely affect their ieve! of purchases of our
products.

Qur revenues are principally derived from the sale of products for use in the automotive industry, particularly to
manufacturers based in the United States and Western Europe. As a resuft, our ability to selt our systems and solutions
to automotive manufacturers and suppliers is affected by periodic downturns in the global automotive industry.

New vehicle tooling programs are the most important selling opportunity for our automotive related sales. The number
and timing of new vehicle tooling programs can be influenced by a number of economic factors. Our customers only
launch a limited number of new car programs in any given year because of the time and financial resources required.
From a macro perspective we continue to assess the global economy and its likely effect on our automotive customers
and markets served. We continue to view the automotive industry's focus on introducing new vehicles more frequently to
satisfy their customers’ changing requirements, as well as their continuing focus on improved quality, as positive
indicators for new business. However, because of periodic economic downturns experienced by our customers, our
customers could determine to reduce their number of new car programs. We are experiencing continued pricing
pressures from our customers, particularly our automotive customers. These pricing pressures could adversely affect the
margins we realize on the sale of our products and, ultimately, our profitability.

Qur future success is dependent upon our ability to implement our long-term growth strategy.

We realize that we are vulnerable to fluctuations in the global automotive industry. Our future success is dependent upon
our ability to implement our long-term strategy to expand our customer base in our automotive markets and to expand into
new markets, Currently, we are focusing on the successful introduction of our two newly released Automated Systems
products, AutoFit® and AutoScan®, which are designed to expand our product offerings in our worldwide automotive
markets, and the continued development of enhanced versions of our ScanWorks® product line for sale within and
outside the automotive markets. We have also initiated plans to achieve sales growth in largely untapped geographic
sales areas, including automotive markets in Asia and Eastern Europe and the expansion of our business with current
customers in Japan. We also continue to explore opportunities for expansion into non-automotive markets. However,
there are a nurnber of uncertainties involved in our long-term strategy over which we have no or limited control, including:

+  The quality and cost of competitive products already in existence or developed in the future.

»  The level of interest existing and potential new customers may have in our existing and new products and
technologies.

«  Cur ability to resolve technical issues inherent in the development of new products and technologies.

+  Cur ability to identify and satisfy market needs.

+  Qur ability to identify satisfactory distribution networks.

«  General product development and commercialization difficulties.

+ Rapid or unexpected technological changes.

+  General product demand and market acceptance risks.

»  Qur ability to successfully compete with alternative and similar technologies.

»  Qur ahility to attract the appropriate personne! to effectively represent, install and service our products.

»  The effect of economic conditions.

Even if we are able to expand our customer base and markets, the new revenues we derive may not offset declines in
revenues from our current products, especially our AutoGauge® products. We also may not be able to generate profits
from these new customers or markets at the same level as we generate from our current business. There can be no
assurance that we will be able to expand our customer base and markets or successfully execute our strategies in a
fashion to maintain or increase our revenues and profits.
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We have recently introduced a new line of products for sale in a new market. We could experience unanticipated
difficulties in bringing these products to market that would adversely affect our financial results of operation and

divert the attention of our management.

The Company has a long term supply agreement for the sale of a new line of electronic inspection products for wholesale
and retail distribution that are manufactured in China through a single subcontractor. As a result, we could experience
unforeseen difficulties including:

*  Product quality problems and costs to comrect those problems resulting from design or manufacturing
defects.

«  Warranty claims at greater levels than anticipated.

«  Product orders at significantly greater volumes than our subcontractor's current manufacturing capabilities.

*  The speed at which competitors’ products may be brought to market.

» The need and cost to revise our product offerings to respond to competitors’ product introductions or
unanticipated consumer preferences or negative reactions to our products.

Handling such unforeseen difficulties could require significant management time and could adversely affect our operating
results.

A significant percentage of our revenues are derived from a small number of customers concentrated in the

automotive industry, so that the loss of any one of these customers could result in a reduction in our revenues
and profits.

We sell a majority of our systems and solutions to a small number of customers that consist primarily of automotive
manufacturers and suppliers in North American and Western Eurcpe.

With such a large percentage of our revenues coming from such a small and highly concentrated group of customers, we
are susceptible to a substantial risk of fosing revenues if these customers stop purchasing our products or reduce their
purchases of our products. In addition, we have no control over whether these customers will continue to purchase our
systems and soluticns in volumes or at prices sufficient to generate profits for us.

Qur new electronic inspection product, SeeSnake® micro™, is sold exclusively to Ridge Tool pursuant to a long-term
supply agreement that requires Ridge Tool to purchase certain minimum levels of product to maintain exclusivity. We
anticipate Ridge Tool's purchases to be substantially in excess of the minimum levels. If Ridge Tool purchased just
sufficient products to maintain exclusivity, the Company’s revenue from the product would be substantially less than
anticipated. If Ridge Tool ceases fo buy these products altogether, we would have to find alternative wholesale
purchasers or distributors for this product, which could substantially reduce, at least in the short-term, the revenues and
profits anticipated to be derived by us from this product.

Our future commercial success depends upon our ability to maintain a competitive technological position in our
markets, which are characterized by continual technological change.

Technology plays a key role in the systems and solutions that we produce. Qur ability to sell our products to customers is
directly influenced by the technology used in our systems and soluticns. With the rapid pace at which technology is
changing, there is a possibility that our customers may require more technologically advanced systems and solutions than
what we may be capabte of producing.

Technological developments could render actual and proposed products or technologies of ours uneconomical or
obsolete.

There also is a possibility that we may not be able to keep pace with our competitors’ products. In that case, our
competitors may make technolegical improvements to their products that make them more desirable than our products.

Our near-term focus for growth has been on the successful introduction of our newly introduced commercial product,
additional commercial products to be introduced, our two newly released Automated Systems products, AutoFit® and
AutoScan®, which are designed to expand our product offerings in our worldwide automotive markets, and the continued
development of enhanced versions of our ScanWorks® and AutoGauge® product lines.

Qur growth and future financial performance depend upon our ability to introduce new products and enhance existing
products that include the latest technological advances and customer requirements. We may not be able to introduce new
products successfully or achieve market acceptance for such products. Any failure by us to anticipate or respond
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adequately to changes in technology and customer preferences, or any significant delays in product development or
intfroduction, could have a material adverse effect on our business. Accordingly, we believe that our future commercial
success will depend upon our ability to develop and introduce new cost-effective products and maintain a competitive
technological position.

We are dependent on proprietary technology. If our competitors develop competing products that do not violate

our intellectuat property rights or successfully challenge those rights, our revenues and profits may be adversely
affected.

Our products contain features that are protected by patents, trademarks, trade secrets, copyrights, and contractual rights.

Despite these protections, there is still a chance that competitors may use these protected features in their products as a
result of our inability to keep our trade secrets confidential, or in violation of our intellectual property rights or following a
successful challenge to those rights. The prosecution of infringement claims against third parties and the defense of legal
actions challenging our intellectual property rights could be costly and require significant attention from management.
Because of the small size of our management tearn, this could result in the diversion of management's attention from day-
to-day operations.

There also is a chance that competitors may develop technology that performs the same functions as our products without
infringing upon our exclusive rights. It is possible that competitors may “reverse engineer” those features of our products
that are not protected by patents, trademarks and trade secrets. If a competitor is able to “reverse engineet” an
unprotected feature successfully, the competitor may gain an understanding of how the feature works and introduce
similar products to compete with our products.

Because our new retail electronic inspection products will be manufactured in China, we are at risk of competitors
misappropriating our intellectual property included in those products or reverse engineering those products. As a result,
we may have a more limited ability, and significantly greater costs, to enforce our intellectual property rights in those
products. Constant technological improvement of those products will be particularly important to keep the products
competitive in their markets.

We could become involved in costly litigation alleging patent infringement.

We have been informed that certain of our customers have received allegations of possible patent infringement involving
processes and methods used in our products. Certain of these customers, including one customer who was a party to a
patent infringement suit relating to this matter, have settled such claims. We believe that the processes used in our
products were independently developed without utilizing any previous patented process or technology. Because of the
uncertainty surrounding the nature of any possible infringement and the validity of any such claim or any possible
customer claim for indemnity relaying to claims against our customers, it is not possible to estimate the ultimate effect, if
any, of this matter on our financial position.

The defense of patent infringement litigation could be costly and require significant attention from management. Because
of the small size of our management team, this could result in the diversion of management's attention from day-to-day
operations.

A number of new competitors have recently entered our markets, or are developing products to compete with our
products, which could result in a reduction in our revenues through lost sales or a reduction in prices.

We are aware of a number of companies that have recently entered a number of our markets selling products using
similar or alternative technologies and methods. We believe that there may be other companies, some of whom may be
substantially larger and have substantially greater resources than us, which may be engaged in the development of
technology and products for some of our markets that could prove to be competitive with ours. We believe that the
principal competitive factor in our markets is the total capability that a product offers as a process control system. In some
markets, price and value added are the principal competitive factors. While we believe that our products compete
favorably, it is possible that these new competitors could capture some of our sales opportunities or force us to reduce
prices in order to complete the sale.

We believe that certain existing and potential customers may be capable of internally developing their own technology.
This could cause a decline in sales of our products to those customers.

Our business depends on our ability to attract and retain key personnel.

Our success depends in large part upon the continued service of our executives and key employees, including those in
engineering, technical, sales and marketing positions, as well as our ability to attract additiona! such employees in the
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future. At times and in certain geographic markets, competition for the type of highly skilled employees we require can be
significant. The loss of key personnel or the inability to attract new qualified key employees could adversely affect our
ability to implement our long-term growth strategy and have a material adverse effect on our business.

We_may not be able to complete business opportunities and_acquisitions and our profits could be negatively
affected if we do not successfully operate those that we do complete.

We will evaluate from time to time business opportunities that fit our strategic plans. There can be no assurance that we
will identify any opportunities that fit our strategic plans or will be able to enter into agreements with identified business
opportunities on terms acceptable to us.

There is also no assurance that we will be able to effectively integrate businesses that we may acquire due to the
significant challenges in consolidating functions and integrating procedures, personnel, product lines, technologies and
operations in a timely and efficient manner. The integration process may require significant attention from management
and devotion of resources. Because of the small size of our management team, this could result in the diversion of
management's attention from day to day operations and impair our relaticnships with current employees and customers.

We intend to finance any such business opportunities from available cash on hand, existing credit facilities, issuance of
additional stock or additional sources of financing, as circumstances warrant. The issuance of additional equity securities
could be substantially dilutive to our stockholders. In addition, our profitability may suffer because of acquisition-related
costs, debt service requirements or amortization costs for acquired intangible assets. If we are not successful in
generating additional profits from these transactions, this dilution and these additional costs could cause our common
stock price to drop.

We are expanding our foreign operations, increasing the possibility that our business could be adversely
affected by risks of doing business in foreign countries.

We have significant operations outside of the United States and are currently implementing a strategy to expand our
operations outside of the United States, especially in Eastern Europe and Asia.

Our foreign operations are subject to risks customarily encountered in such foreign operations. For instance, we may
encounter fluctuations in foreign currency exchange rates, differences in the leve! of protection available for our
intellectual property, the impact of differences in language and local business and social customs on our ability to market
and sell our products in these markets and transportation delays from our Chinese subcontractor. In addition, we may be
affected by U.S. laws and policies that impact foreign trade and investment. Finally, we may be adversely affected by
laws and policies imposed by foreign governments in the countries where we have business operations or sell our
products. These laws and policies vary from jurisdiction to jurisdiction,

Because of our significant foreign operations, our revenues and profits can vary significantly as a_result of

fluctuations in the value of the United States dollar against foreign currencies.

Products that we sell in foreign markets are sometimes priced in currency of the country where the customer is located.
To the extent that the dollar fluctuates against these foreign currencies, the prices of our products in U.S. dollars also will
fluctuate. As a result, our return on the sale of our products may vary based on these fluctuations. We may use, from
time to time, a limited hedging program to minimize the impact of foreign currency fluctuations. These transactions
involve the use of forward contracts, typically mature within one year and are designed o hedge anticipated foreign
currency transactions. We may use forward exchange contracts to hedge the net assets of certain of our foreign
subsidiaries to offset the translation and economic exposures related to our investment in these subsidiaries. There is no
guarantee that these hedging transactions will protect against the fluctuations in the value of the dollar.

Because a large portion of our revenues are generated from a limited number of sizeable orders, our revenues
and profits may vary widely from quarter to quarter and year to year.

A large portion of our revenues are generated from a limited number of sizeable orders that are placed by a small number
of customers. If the timing of these orders is delayed from one quarter to the next, or from one year to the next, we may
experience fluctuations in cur quarterly and annual revenues and operating results.

The amount of revenues that we eam in any given quarter may vary based in part on the timing of new vehicle programs
in the global automotive industry. In contrast, many of our operating expenses are fixed and will not vary from quarter to
quarter. As a result, our operating results may vary significantly from quarter to quarter and from year to year.
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The trading price of our stock has been volatile.

The following factors may affect the market price of our Common Stock, which can vary widely over time:

. announcements of new commercial products by us;

. announcements of new commercial products by our competitors;
. variations in our operating results;

. market conditions in the electronic and sensing industry;

. market conditions and stock prices in general; and

. the volume of our Common Stock traded.

Because of the limited trading in our Common Stock, it may be difficult for shareholders to dispose of a large
number of shares of our Common Stock in a short period of time or at then current prices.

Because of the limited number of shares of our Common Stock outstanding and the limited number of holders of our
Common Stock, only a limited number of shares of our Commen Stock trade on a daily basis. This limited trading in our
Common Stock makes it difficult to dispose of a large number of shares in a short period of time. In addition, it is likely
that the sale by a shareholder of a large number of shares of our Common Stock over an extended period would depress
the price of our Common Stock.

We do not plan on paying dividends and are restricted under our loan agreement from paying dividends.

Our Board of Diractors does not intend to declare or pay cash dividends on our Common Stock. Instead, the Board
intends to retain future earnings to finance the development of our business. Furthermore, cash dividends are not
permitted under our bank credit agreement,

As permitted under Michigan {iaw, our directors are not liable to Perceptron for monetary damages resulting from
their actions or inactions.

Under our articles of incorporation, as permitted under the Michigan Business Corporation Act, members of our Board of
Directors are not liable for monetary damages for any negligent or grossly negligent action that the director takes, or for
any negligent or grossly negligent failure of a director to take any action. However, a director will remain liable for;

. intentionally inflicting harm on Perceptron or its shareholders;
. distributions that the director makes in violation of the Michigan Business Corporation Act; and
. intentional criminal acts that the director commits.

However, we or our shareholders may seek an injunction, or other appropriate equitable relief, against a director. Finally,
liability may be imposed against members of the Board of Directors under the federal securities laws.

We are required to indemnify our officers and directors if they are involved in litigation as a result of their serving
as officers or directors of Perceptron, which could reduce our profits and cash available to operate our business.

Our by-laws require us to indemnify our officers and direclors. We may be required to pay judgments, fines, and
expenses incurred by an officer or director, including reasonable attorneys’ fees, as a result of aclions or proceedings in
which such officers or directors are involved by reason of being or having been an officer or director of Perceptron. Funds
paid in satisfaction of judgments, fines and expenses would reduce our profits and may be funds we need for the
operation of our business and the development of products. This could cause our stock price to drop.

Our profits will be reduced as a result of our compliance with new SEC rules refating to our internal controls over
financial reporting.

Beginning with our annual report on Form 10-K for the fiscal year ending June 30, 2008, we expect we will be required by
SEC rules to include a report of management on Perceptron’s internal control over financial reporting in our annual
reports. In addition, our independent registered public accounting firm auditing our financial statements will be required to
provide an attestalion report on our internal controls.

We will expend significant resources in developing the necessary documentation and testing procedures required by these
new rules, which could adversely affect our profitability.
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If management is not able to provide a positive report on our internal controls over financial reporting, and our
independent registered public accounting firm is not able to provide an unqualified opinion_regarding our
internal controls, shareholders and others may lose confidence in our financial statements, which could cause
our stock price to drop.

Because of our relatively small size, we have a limited number of personnel in our finance department to handle their
existing responsibilities, as well as compliance with the SEC’'s new rules relating to our internal controls over financial
reporting.

Accordingly, there can be no positive assurance that management will provide a positive report on our internal controls or
that we will receive an unqualified opinion from our independent registered public accounting firm regarding our internal
controls. |n the event we identify significant deficiencies or material weaknesses in our internal controls that we cannot
remediate in a timely manner, investors and others may lose confidence in the reliability of our financial statements. This
could cause our stock price to drop.

If the subcontractors we rely on for component parts or products delay deliveries or fail to deliver parts or
products meeting our requirements, we may not be able to deliver products to our customers in a timely fashion

and our revenues and profits could be reduced.

We rely on subcontractors for certain components of our products, including outside subcontracting assembly houses to
produce the circuit boards that we use in our products. Our new electronic inspection product is manufactured by a single
subcontractor located in China. As a result, we have limited control over the quality and the delivery schedules of
components or products purchased from third parties. In addition, we purchase a number of compenent parts from single
source suppliers. If our supplies of component parts or products meeting our requirements are significantly delayed or
interrupted, we may not be able to deliver products to our customers in a timely fashion. This could result in a reduction in
revenues and profits for these periods. It is also possible, if our delay in delivering products to our customer is too long,
the customer could cancel! its order, resulting in a permanent loss of revenue and profit from that sale. From time to time,
we have experienced significant delays in the receipt of certain components, most recently for our ScanWorks® systems.

Finally, although we believe that alternative suppliers are available, difficulties or delays may arise if we shift
manufacturing capacity to new suppliers.

The Board of Directors has the right to issue up to 1,000,000 shares of preferred stock without further action by
shareholders. The issuance of those shares could cause the market price of our Common Stock to drop
significantly and could be used to prevent or frustrate shareholders’ attempts to replace or remove current

management.

Although no preferred stock currently is outstanding, we are authorized to issue up to 1,000,000 shares of preferred stock.
Preferred stock may be issued in one or more series, the terms of which may be determined at the time of issuance by the
Board of Directors, without further action by shareholders, and may include voting rights (including the right to vote as a
series on particular matters), the dividends payable thereon, liquidation payments, preferences as to dividends and
liquidation, conversion rights and redemption rights. In the event that preferred stock is issued, the rights of the common
stockholders may be adversely affected. This could result in a reduction in the value of our Common Stock.

The preferred stock could be issued to discourage, delay or prevent a change in control of Perceptron. This may be
beneficial to our management or Board of Directors in a hostile tender offer or other takeover attempt and may have an
adverse impact on shareholders who may want to participate in the tender offer or who favor the takeover attempt.

Our common stock rights plan could be used to discourage hostile tender offers.

We maintain a common stock rights plan. Under the plan, if any person acquires 15% or more of our outstanding
Common Stock, our shareholders, other than the acquirer, will have the right to purchase shares of our Common Stock at
half their market price. The common stock rights plan discourages potential acquirers from initiating tender offers for our
Common Stock without the approval of the Board of Directors. This may be beneficial to our management or Board of
Directors in a hostile tender offer or other takeover attempt and may have an adverse impact on shareholders who may
want to participate in the tender offer or who favor the takeover attempt.
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ITEM 1B: UNRESOLVED STAFF COMMENTS
Not applicable.
ITEM2: PROPERTIES

Perceptron’s principal domestic facilities consist of a 70,000 square foot building tocated in Plymouth, Michigan, owned by
the Company. In addition, the Company leases a 1,500 square meter facility in Munich, Germany and leases office space
in Voisins le Bretonneux, France; Sao Paulo, Brazil; Tokyo, Japan; and Singapore. In fiscal 2008, the Company leased
office space in Shanghai, China. The Company believes that its current facilities are sufficient to accommedate its
requirements through fiscal year 2008.

ITEM3: LEGAL PROCEEDINGS

The Company is a party to a suit filed by Industries GDS, Inc., Bois Granval GDS Inc., and Centre de Preparation GDS,
Inc. (collectively, “GDS") on or about November 21, 2002 in the Superior Court of the Judicial District of Quebec, Canada
against the Company, Carbotech, Inc. ("Carbotech”), and U.S. Natural Resources, Inc. (“USNR"), among others. The suit
alleges that the Company breached its contractual and warranty obligations as a manufacturer in connection with the sale
and installation of three systems for trimming and edging wood products. The suit also alleges that Carbotech breached
its contractual obligations in connection with the sale of equipment and the installation of two trimmer lines, of which the
Company’s systems were a part, and that USNR, which acquired substantially all of the assets of the Forest Products
business unit from the Company, was liable for GDS' damages. USNR has sought indemnification from the Company
under the terms of existing contracts between the Company and USNR. GDS seeks compensatory damages against the
Company, Carbotech and USNR of approximately $6.3 million using a June 30, 2007 exchange rate. GDS and Carbotech
have filed for bankruptcy protection in Canada. The Company intends to vigorously defend GDS' claims.

See Iltem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Critical
Accounting Policies — Litigation and Other Contingencies” for a discussion of the Company's accounting policies regarding
legal proceedings and other contingencies.

ITEM 4: SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2007.
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PART I

ITEM5: MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Perceptron's Common Stock is traded on The NASDAQ Stock Market's National Market under the symbol “PRCP”. The
following table shows the reported high and low sales prices of Perceptron's Common Stock for fiscal 2007 and 2006:

Prices
Low High

Fiscal 2007

Quarter through September 30, 2006 $7.35 $9.00
Quarter through December 31, 2006 $7.87 $9.44
Quarter through March 31, 2007 $8.12 $10.04
Quarter through June 30, 2007 $8.15 $10.08
Fiscal 2006

Quarter through September 30, 2005 $6.00 $7.28
Quarter through December 31, 2005 $6.29 $7.63
Quarter through March 31, 2006 $6.63 $8.73
Quarter through June 30, 2006 $7.114 $8.80

No cash dividends or distribution on Perceptron's Common Stock have been paid in the past and it is not anticipated that
any will be paid in the foreseeable future. In addition, the payment of cash dividends or other distributions is prohibited
under the terms of Perceptron’s revolving credit agreement with its bank. See ltem 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Liquidity and Capital Resources”, for a discussion of other
restrictions on the payment of dividends.

The approximate number of shareholders of record on September 20, 2007, was 191.

The information pertaining to the securities the Company has authorized for issuance under equity plans is hereby
incorporated by reference to ltem 12, "Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters — Equity Compensation Plan Information”. For more information about the Company’'s equity
compensation plans, see Note 9 of Notes to the Consolidated Financial Statements, “Stock Incentive Plans”, included in
Item 8 of this report.

STOCK PRICE PERFORMANCE GRAPH

Set forth below is a graph comparing the cumulative total shareholder return on the Common Stock from June 30, 2002
through June 30, 2007 with an index consisting of returns from a peer group of companies, consisting of Cognex Corp.,
Cyberoptics Corporation, Integral Vision, Inc., PPT Vision, Inc. and Robotic Vision Systems, Inc. {the “Peer Group Index")
and The Nasdag Stock Market (U.S.) Index (the “Nasdaq Composite Index”). The returns of each company in the Peer
Group Index have been weighted according to their respective stock market capitalization. The graph assumes that the
value of the investment in the Company's Common Stock, the Peer Group Index and the Nasdaq Composite Index was
$100 on June 30, 2002 and that all dividends were reinvested.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Perceptron Inc., The NASDAQ Composite Index
And A Peer Group
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* $100 invested on 6/30/02 in stock or index-including reinvestment of dividends.
Fiscal year ending June 30.

CUMULATIVE TOTAL RETURN
6/30/02  6/30/03 6/30/04  6/30/05 6/30/06 6/30/07

Perceptron, Inc. 100 g7 459 438 521 638
Masdaq Stock Market (US) 100 110 139 142 156 191
Feer Group 100 104 193 126 125 110

The graph displayed above is presented in accordance with applicable legal requirements. Shareholders are cautioned
against drawing any conclusions from the data contained in the graph, as past results are not necessarily indicative of
future performancz. The graph in no way reflects the Company's forecast of future financial performance.
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ITEM6: SELECTED FINANCIAL DATA

The selected statement of operations and balance sheet data presented below are derived from the Company's
consolidated financial statements and should be read in conjunction with the Company's consolidated financial statements
and notes thereto and Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
included in this report.

PERCEPTRON, INC. AND SUBSIDIARIES
(In thousands, except per share amounts)

Fiscat Years Ended

June 30,

Statement of Operations Data: ' 2007 2006 2005 2004 2003
Net sales $62,252 $57,875 $54,892 $53,393  $54,679
Gross profit 27,000 27,287 25,907 25,100 27,534
Operating income 1,853 4,368 4,695 5,630 8,548
Income before income taxes 2,746 4,927 5,186 6,653 6,124
Net income 1,459 3,239 3,282 3,987 3,682
Earnings per share:

Basic $0.18 $0.38 $0.37 $0.46 $0.43

Diluted $0.17 $0.35 $0.35 $0.43 $0.42
Weighted average common shares cutstanding:

Basic 8,114 8,582 8,766 8,593 8,284

Diluted 8,761 9,200 9,437 9,327 8,622

As of June 30,

Balance Sheet Data: 2007 20086 2005 2004 2003
Working capital $42,364 $42,652 $41,100 $36,777  $30,405
Total assets 65,456 62,395 63,390 62,924 59,414
Shareholders’ equity 53,805 54,230 53,922 50,360 44,945

' No cash dividends have been declared or paid during the periods presented.
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ITEM7: MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

SAFE HARBOR STATEMENT

We make statements in this Management's Discussion and Analysis of Financial Condition and Results of Operations that
may be “forward-looking statements” within the meaning of the Securities Exchange Act of 1934, including the Company’s
expectation as to fiscal 2008 and future new order bookings, revenue, expenses, net income and backlog levels, trends
affecting its future revenue levels, the rate of new orders, the timing of revenue and net income increases from new
products which we have recently released or have not yet released and from our plans to make important new
investments, largely for personnel, for newly introduced products and geographic growth opportunities in the U.S., Europe,
Eastern Europe, Asia, the timing of the introduction of new products, our ability to fund our fiscal year 2008 cash flow
requirements and customers’ current and future interest in our Value Added Services. We may also make forward-looking
statements in our press releases or other public or shareholder communications. When we use words such as “will,”
“should,” “believes,” “expects,” “anticipates,” “estimates” or similar expressions, we are making forward-looking
statements. We claim the protection of the safe harbor for forward-looking statements contained in the Private Securities
Litigation Reform Act of 1995 for all of our forward-looking statements. While we believe that our forward-looking
statements are rzasonable, you should not place undue reliance on any such forward-looking statements, which speak
only as of the date made. Because these forward-looking statements are based on estimates and assumptions that are
subject to significant business, economic and competitive uncertainties, many of which are beyond our control or are
subject to change, actual results could be materially different. Factors that might cause such a difference include, without
limitation, the risks and uncertainties discussed from time to time in our reports filed with the Securities and Exchange
Commission, including those listed in “Iltem 1A — Risk Factors” in this report. Other factors not currently anticipated by
management may also materially and adversely affect our financial condition, liquidity or results of operations. Except as
required by applicable faw, we do not undertake, and expressly disclaim, any obligation to publicly update or alter our
statements whether as a result of new information, events or circumstances occurring after the date of this report or
otherwise. The Company's expectations regarding future bookings and revenues are projections developed by the
Company based upon information from a number of sources, including, but not limited to, customer data and discussions.
These projections are subject to change based upon a wide variety of factors, a number of which are discussed above.
Certain of these new orders have been delayed in the past and could be delayed in the future. Because the Company's
products are typically integrated into larger systems or lines, the timing of new orders is dependent on the timing of
completion of the overall system or line. In addition, because the Company's products have shorter lead times than other
components and are required later in the process, orders for the Company's products tend lo be given later in the
integration process. A significant portion of the Company's projected revenues and net income depends upon the
Company's ability to successfully develop and introduce new products and expand into new geographic markets.
Because a significant portion of the Company’s revenues are denominated in foreign currencies and are translated for
financial reporting purposes into U.S. Dollars, the level of the Company’s reported net sales, operating profits and net
income are affected by changes in currency exchange rates, principally between U.S. Dollars and Euros. Currency
exchange rates are subject to significant fluctuations, due to a number of factors beyond the control of the Company,
including general economic conditions in the United States and other countries. Because the Company's expectations
regarding future revenues, order bookings, backlog and operating results are based upon assumptions as to the levels of
such currency exchange rates, actual results could differ materially from the Company’s expectations.

[T "N

Overview

Perceptran, Inc. (“Perceptron” or the “Company”) develops, produces and markets non-contact metrology solutions for
manufacturing process control as well as senser and software technologies for non-contact measurement and inspection
applications. Perseptron’s product offerings are designed to improve guality, increase productivity and decrease costs in
manufacturing and product development. Perceptron also produces innovative technology solutions for scanning and
inspection, serving industrial, trade and consumer applications. The solutions offered by the Company are divided into
three groups: 1) The Automated Systems Group made up of AutoGauge®, AutoFit®, AutoScan®, and AutoGuide®
products; 2) The Technology Products Group made up of ScanWorks®, Non-Contact Wheel Alignment (“WheelWorks®"),
TriCam® sensors for the forest products industry and commercial products; and 3) The Value Added Services Group
offering consulting, training and non-warranty support services. The Company services multiple markets, with the largest
being the automotive industry. The Company's primary operations are in North America, Europe and Asia.

In the quarter ended March 31, 2007 the Company launched its first commercial product, the SeeSnake® micro™,
designed to be used by professicnal tradespersons as well as individual homeowners. The SeeSnake® micro™ is an
optical technology tool that allows its user to see in unreachable places, via a liquid crystal display screen on a hand held
unit. It is used to detect and diagnose problems a tradesperson or homeowner may have beneath, behind, or in-between
places that cannot otherwise be seen — such as around machinery, inside pipes, behind walls, inside ductwork, etc.
Attachments also allow the user to retrieve objects via a hock or magnet. The product is sold to Ridge Tool pursuant to a
long-term supply agreement, which requires Ridge Tool to purchase certain minimum fevels of product to maintain
exclusivity. The Company expects to introduce additional electronic inspection products in fiscal 2008 and future years.
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The Company continues to be in a strong financial position as of June 30, 2007 with no debt and approximately $17.2
million of cash. During fiscal 2007, the Company completed the stock buyback programs approved by the Board of
Directors in September 2005 and August 2006 by purchasing $5.2 millicn of its common stock.

For the full fiscal year 2007, the Company’s sales were principally derived from the sale of products for use in the
automotive industry. In the fourth quarter, however, sales of the Company's commercial product, the SeeSnake® micro™,
became an important part of the Company’s {otal sales,

New vehicle tooling programs represent the most important selling opportunity for the Company's automotive related
sales. The number and timing of new vehicle tooling programs varies in accordance with individual automotive
manufacturers’ plans and is also influenced by the state of the economy. From a macro perspective, the Company
continues to assess the global economy and its likely effect on the Company's automotive customers and markets served.

The Company is continuing its efforts to expand its opportunities outside the automotive industry, principally through new
commercial product development efforts in its Technology Products segment. The Company expects sales from its
Technology Products segment, in large part due to anticipated growth in commercial producis, to become a greater
percentage of overall revenue in fiscal 2008.

The Company’s European operations had increased sales in fiscal 2007, The increase principally occurred in the second
half of fiscal 2007 and helped offset the weakness in the domestic North American automotive market. During the fourth
quarter of fiscal 2007, the Company tock steps to reduce expenses in its automotive business by over $1.4 million
annually. Cost reductions were targeted that will not impact the Company’s growth plans.

During fiscal 2007 the Company, continued to invest in the Asian automotive market by adding personnel in its offices in
Singapore, Japan and China. In addition, the Company is in the process of adding the ability to demonstrate its
Automated Systems in three separate locations throughout China. One demonstration system will be at the Autobody
Manufacturing Technology Center of China's prestigious Jiaotong University. The second will be located in the technical
center of a company we are working with in Qingdao, China. The third will be in Perceptron's own technical support office
in Shanghai. The Company continues to believe that the potential for sales growth in Japan, Korea, and China is
promising.

Results of Operations

Fiscal Year Ended June 30, 2007, Compared to Fiscal Year Ended June 30, 2006

QOverview ~ The Company reported net income of $1.5 million or $0.17 per diluted share, for the fiscal year ended June
30, 2007 compared with net income of $3.2 million, or $0.35 per diluted share, for the fiscal year ended June 30, 2006.
Specific line item results are described below.

Sales — Net sales of $62.3 million for fiscal 2007 were up $4.4 million, or 7.6%, compared with the same period one year
ago. The following tables set forth comparison data for the Company's net sales by product groups and geographic
location.

Sales {by group)

{in millions) 2007 2006 Increase/(Decrease)
Automated Systems $37.5 60.2% $43.3 74.8% $(5.8) (13.4)%
Technology Products 20.0 32.1% 109 18.8% 9.1 83.5%
Value Added Services 4.8 1.7% 3.7 6.4% A1 29.7 %
Totals $62.3 100.0% | $£57.9 100.0% $44 76 %
Sales (by location)

(in millions) 2007 2006 Increasel/(Decrease}
Amaricas $33.1 53.1% $37.4 64.6% $(4.3) (11.5%
Europe 26.8 43.0% 18.9 32.6% 7.9 41.8 %
Asia 2.4 3.9% 1.6 2.8% _os 50.0 %
Totals $62.3 100.0% $57.9 100.0% $44 7.6 %
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The decrease in fiscal 2007 Automated Systems sales compared to fiscal 2006 was atiributable to North America. The
domestic North American auto manufacturers all suffered losses in their North American operations and were engaged in
determining how to complete significant downsizing in their headquarters’ personnel, plant personnel, and plant
operations. As a result of these restructuring efforts, and as programs were reassessed in response to demand for more
fuel efficient models, customers delayed some of their tooling programs and purchases from the Company. As a result,
Automated Systems sales in North America were significantly below fiscal 2006 levels. Automated Systems sales in
Europe grew by 36% in fiscal 2007 over fiscal 2006, of which 9% related to the strength of the Euro relative to the U.S.
dollar. Technology Products’ sales growth occurred in ali three regions and in all of its product lines - ScanWorks®,
WheelWorks®, TriCam® and commercial products. Most of the growth occurred in commercial products which had no
sales in fiscal 2006. Value Added Services' fiscal 2007 sales increased in all three geographic regions compared to fiscal
2006.

Bookings — Bookings represent new orders received from customers. During fiscal 2007 the Company had new order
bookings of $66.4 million compared with new order bookings of $58.7 million during fiscal 2006. The amount of new order
bookings during any particular period is not necessarily indicative of the future operating performance of the Company.
The following tables set forth comparison data for the Company’s bookings by product groups and geographic location.

Bookings {by group)

(in millions) 2007 2006 Increase/(Decrease)
Automated Systems $34.0 51.2% $44.3 75.5% $(10.3) (23.3)%
Technology Products 27.8 41.9% 10.0 17.0% 17.8 178.0 %
Value Added Services 4.8 6.9% 4.4 7.5% 0.2 45%
Totals $66.4 100.0% $58.7 1000% | § 7.7 13.1%

Bookings (by location)

(in millions) 2007 2006 Increase/(Decrease)
Americas $41.3 62.2% $36.5 62.2% $48 13.2%
Europe 227 34.2% 20.7 35.3% 2.0 9.7 %
Asia 2.4 3.6% 1.5 2.5% 0.8 60.0 %
Totals 566.4 100.0% $58.7 100.0% $ 7.7 13.1%

Bookings in Autcmated Systems were down due to the difficulties the domestic North American auto manufacturers
experienced in fiscal 2007, as described above. The increase in Technology Products bookings occurred primarily in the
commercial products line, with increases in WheelWorks® and ScanWorks® as well. North American bockings increased
as a result of the increases in Technology Products, partially offset by a decline in Automated Systems due to the weak
domestic automotive market.

Backlog — Backlog represents orders or bookings received by the Company that have not yet been filled. The Company's
backlog was $23.0 million as of June 30, 2007 compared with $18.8 million as of June 30, 2006. The following tables set
forth comparison data for the Company’s backlog by product groups and geographic location.

Backlog (by group)

(in millions) 2007 2006 Increasel/(Decrease)
Automated Systems $11.4 49.6% $15.2 80.9% $(3.8) (25.0)%
Technology Products 9.8 42.6% 1.7 9.0% 8.1 476.5 %
Value Added Services _ 1.8 _1.8% _ 19 _10.1% _(0.1) (5.3)%
Totals $23.0 100.0% $18.8 100.0% $4.2 223 %

Backlog {by location)

(in millions) 2007 2006 Increasel/(Decrease)
Americas $ 164 71.3% $ 8.1 43.1% $83 102.5 %
Europe 6.3 27.4% 10.4 55.3% (4.1) (39.4)%
Asia 0.3 1.3% 0.3 1.6% _00 0.0 %
Totals $23.0 100.0% $18.8 100.0% $42 223 %

23




The increase in North American and Technology Products backlogs is primarily due to the commercial products line. The
Company expects to be able to fill substantially all of the orders in backlog during the next twelve months. The level of
backlog during any particular period is not necessarily indicative of the future operating performance of the Company.
Most of the backlog is subject to cancellation by the customer.

Gross Profit — Gross profit was $27.0 million, or 43.4% of sales, in the fiscal year ended June 30, 2007, as compared to
$27.3 million, or 47.1% of sales, in the fiscal year ended June 30, 2006. Changes in product mix were the primary reason
for the change in gross profit as a percent of sales. Commercial products represented the most significant element of the
change in the product mix. Gross margin on commercial products was lower than other product lines within Technology
Products due to higher manufacturing start-up costs. The Company does not expect commercial product margins to be
significantly lower than other product lines within Technology Products in the future.

Selling, General and Administrative (SG&A) Expenses — SG&A expenses during fiscal 2007 were $17.3 million, compared
with $15.2 million during fiscal 2006. The increase was primarily due to: the investment of approximately $1.1 million in
additional personne! and related expenses in Asia and in commercial products in order to grow the Asia market and new
product line respectively; a $400,000 increase in European SG&A cost due to the strengthening of the Euro against the
U.S. dollar; an increase of approximately $230,000 in the cost of outside professional fees for legal and audit services; a
net increase of $321,000 in the provision for bad debt; and an approximately $275,000 increase in sales and promotion
costs, primarily related to commercial products.

Engineering, Research and Development (R&D) Expenses — Engineering and R&D expenses were $7.9 million for the

fiscal year ended June 30, 2007, compared with $7.8 million for fiscal 2006. The increase was primarily due to an increase
in salary costs related to the addition of commercial product engineering personnel in fiscal 2007 and an increase in the
cost of contract services that was partially offset by a reduction in the cost of engineering materials.

Inferest Income, net — Net interest income was $958,000 in fiscal 2007, compared with $722,000 in fiscal 2006. The
increase in interest income reflected cash balances invested in short term securities at higher average interest rates
during fiscal 2007.

Foreign Currency Gain Loss — There was a net foreign currency loss of $84,000 in fiscal 2007 compared with a net foreign
currency loss of $21,000 in fiscal 2008. The loss in both years was primarily due to the change in foreign exchange rates
between the time that the Company's foreign subsidiaries, principally in Eurcpe and Japan, received material
denominated in U.S. dollars and when funds were converted to pay for the material received.

Other Income and Expense — Other income was $19,000 in fiscal 2007, compared with other expense of $142,000 in
fiscal 2006 which reflected the recognition of a $311,000 foreign currency translation adjustment related to closing
Perceptron Canada, Inc. that was partially offset by the market value of $160,000 of stock received by the Company when
a mutual life insurance company was demutualized.

Income Taxes — The effective income tax rate of 46.9% for fiscal 2007 compares to 34.3% in fiscal 2006. Income tax for
fiscal 2006 included the recognition of a $725,000 tax benefit associated with reversing a valuation allowance related to
net operating losses in North America, a $290,000 tax expense related to the repatriation of $6.3 million of unremitted
earnings of certain of the Company's Eurcpean subsidiaries under the provisions of the American Jobs Creation Act of
2004, and income tax expense of $211,000 related to a tax audit of prior years in the Company’s German operations. The
effective tax rate for fiscal 2006 excluding these items was 38.8%. In addition, the Company is not able to record a tax
benefit for non-cash stock-based compensation expense related to incentive stock options and the Company's Employee
Stock Purchase Plan, which had the effect of increasing the effective tax rate in fiscal 2007 and 2006 by 4.0% and 2.0%,
respectively. The balance of the change in the effective tax rate reflected the effect of the mix of operating profit and loss
among the Company's various operating entities and their respective tax rates. See Note 10 of the Notes to the
Consolidated Financial Statements, “income Taxes”.

QOutlook - The outlook for fiscal 2008 is positive. The Company expects strong growth in sales of its Technology
Products, driven for the most part by growth in the commercial products line. Based on the backlog as of June 30, 2007
and new vehicle tooling programs being considered by customers in the Company's North American and European
automotive markets, the Company also expects modest growth in its automotive products in fiscal 2008.

As a result of the foregoing, the Company expects both sales and net income levels for fiscal 2008 to be significantly
higher than those of fiscal 2007, althcugh the magnitude of the increase is difficult to project at this time.

Fiscal Year Ended June 30, 2006, Compared to Fiscal Year Ended June 30, 2005

Overview — The Company reported net income of $3.2 million or $0.35 per diluted share, for the fiscal year ended June
30, 2006 compared with net income of $3.3 million, or $0.35 per diluted share, for the fiscal year ended June 30, 2005.
Specific line item results are described below.
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Sales -~ Net sales of $57.9 million for fiscal 2006 were up $3.0 million, or 5.5%, compared with the same period one year
age. The following tables set forth comparison data for the Company’s net sales by product groups and geographic
location.

Sates (by group)

{in millions) 2006 2005 Increase/(Decrease)
Automated Systems $43.3 74.8% $39.0 71.0% $43 11.0%
Technology Products 10.9 18.8% 11.2 20.4% (0.3} (2.7Y%
Value Added Services 3.7 6.4% 4.7 8.6% _(1.0}  (21.3)%
Totals $67.9 100.0% $54.9 100.0% $30 55%

Sales (by location)

(in millions) 2006 2005 Increasel/(Decrease})
Americas $37.4 64.6% $33.1 60.3% $43 13.0 %
Europe 18.9 32.6% 19.9 36.2% (1.0) (5.0)%
Asia 1.6 2.8% 1.9 —3.5% 0.3 (15.8Y%
Totals $57.9 100.0% $54.9 100.0% $3.0 55%

The higher leve! of sales in North America was primarily due to increased sales of the Automated Systems product group
and primarily reflected the number of new vehicle programs and associated tooling requirements of customers in this
region. The sales decrease in Europe was impacted by a generally declining Euro that based on conversion rates in
effect during fiscal 2008, generated sales that were approximately $0.7 million less than the comparable rates in fiscal
2005 would have yielded. Weak economic conditions in Europe also caused customers to delay capital appropriation
decisions that resulted in sales for the Company’s European subsidiary to decline slightly compared to one year ago. The
Company believes that the decline in sales of Value Added Services was a function of customer requirements and did not
represent a trend of lower sales for this product group.

Bookings ~ Bookings represent new orders received from customers. The Company had new order bookings during fiscal
2006 of $58.7 million compared with new order bookings of $53.9 million during fiscal 2005. The amount of new order
bookings during any particular period is not necessarily indicative of the future operating performance of the Company.
The following tables set forth comparison data for the Company's bookings by product groups and geographic location.

Bookings (by group)

(in millions} 2006 2005 Increase/(Decrease}
Automated Systems $44.3 75.5% $39.1 72.5% $52 133 %
Technology Products 10.0 17.0% 11.4 21.2% {1.4) {12.3)%
Value Adcled Services 4.4 7.5% _ 34 _6.3% 1.0 29.4 %
Totals $58.7 100.0% $53.9 100.0% $48 89%

Bookings (by location)

{in millions) 2006 2005 Increase/(Decrease)
Americas $36.5 62.2% $30.6 56.8% $5.9 193 %
Europe 207 35.3% 216 40.1% (0.9) 4.2Y%
Asia 1.5 25% | _ 17 _31% | _{0.2) (11.8)%
Totals $58.7 100.0% $53.9 100.0% §48 B9 %

The Automated Systems product group benefited from the number of new vehicle programs and associated tooling
requirements of customers in North America while weak economic conditions in Europe caused customers to defay capital
appropriation decisions. The Company believes that the rate of new orders during the year primarily reflected the timing
of customer requirements. This was also true for Technology Products, the only product group that experienced a
reduction in the level of new order bookings compared to last year. There was no discernible change in Technology
Component customers’ purchasing decisions during the year.
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Backlog — Backlog represents orders or bookings received by the Company that have not yet been filled. The Company's
backlog was $18.8 million as of June 30, 2006 compared with $18.0 million as of June 30, 2005. The following tables set
forth comparison data for the Company’s backlog by product groups and geographic location.

Backlog (by group)

(in millions) 2006 2005 Increase/(Decrease)
Automated Systems $15.2 80.9% $14.0 77.8% $1.2 8.6%
Technology Products 1.7 9.0% 27 15.0% (1.0) (37.0)%
Value Added Services _ 19 _10.1% _13 _1.2% _06 46.2 %
Totals $18.8 100.0% $18.0 100.0% 308 44 %

Backlog (by location)

(in millions) 2006 2005 Increase/{Decrease)
Americas $ 8.1 43.1% $ 9.0 50.0% $(0.9) {10.0)%
Eurcpe 10.4 55.3% 8.6 47.8% 18 209%
Asia 03 __1.6% 04 —2.2% {0.1) (25.0)%
Totals $18.8 100.0% £18.0 100.0% $0.8 4.4 %

The level of backlog during any particular period is not necessarily indicative of the future operating performance of the
Company. Most of the backlog is subject to cancellation by the customer.

Gross Profit — Gross profit was $27.3 million, or 47.1% of sales, in the fiscal year ended June 30, 2006, as compared to
$25.9 million, or 47.2% of sales, in the fiscal year ended June 30, 2005. The declining Euro through the first nine months
of fiscal 2006 had the effect of reducing margins by approximately $400,000, or 0.7% of sales, in fiscal 2006 compared to
fiscal 2005. Installation and manufacturing costs were 25.3% of sales this year compared to 26.6% of sales last year
when unfavorable inventory adjustments were approximately $400,000 higher than in fiscal 2006. Product mix accounted
for the balance of the change in gross profit as a percent of sales.

Selling, General and Administrative (SG&A) Expenses — SG&A expenses during fiscal 2006 were $15.2 million, compared
with $14.0 million during fiscal 2005. The increase primarily reflected higher salary and benefit expenses of approximately
$440,000 for merit and healthcare cost increases, costs of additional personnel to support sales growth plans in Asia and
Europe of approximately $385,000, trave! expenses of $375,000, non-cash stock-based compensation expense of
$244,000, contract services of $170,000 to support sales growth initiatives, and employee profit sharing of approximately
$130,000 that were partially offset by lower bad debt expense of approximately $400,000 compared with fiscal 2005 when
a significant customer bankruptcy occurred, lower legal expense of approximately $290,000 and lower SG&A expense in
Europe of $230,000 that primarily resulted from the lower value of the Euro compared to fiscal 2005.

Engineering, Research and Development (R&D) Expenses — Engineering and R&D expenses were $7.8 million for the

fiscal year ended June 30, 2006, compared with $7.2 million for fiscal 2005. The increase was primarily due to
incremental salary and benefit expenses of approximately $290,000 for merit and healthcare cost increases, non-cash
stock-based compensation expense of $227,000, engineering materials of $165,000, and higher employee profit sharing
of approximately $130,000 that were partially offset by lower spending for contract services of $360,000.

interest Income, net ~ Net interest income was $722,000 in fiscal 2006, compared with $492,000 in fiscal 2005. The
increase in interest income reflected higher average cash balances invested in short term securities at higher average
interest rates during fiscal 2006.

Foreign Currency Gain Loss — There was a net foreign currency loss of $21,000 in fiscal 2006 compared with a net foreign
currency loss of $49,000 in fiscal 2005. The loss in both years was primarily due to the change in foreign exchange rates
between the time that the Company's foreign subsidiaries, principally in Europe and Japan, received material
denominated in U.S. dollars and when funds were converted to pay for the material received.

Other Income and Expense - Other expense of $142,000 in fiscal 2006 reflected the recognition of a $311,000 foreign
currency translation adjustment related to closing Perceptron Canada, Inc. that was partially offset by the market value of
$160,000 of stock received by the Company when a mutual life insurance company was demutualized. Other income in
fiscal 2005 of $48,000 was primarily due to receipt of an insurance claim.

income Taxes — Income tax for fiscal 2006 included the recognition of a $725,000 tax benefit associated with reversing a
valuation altowance related to net operating losses in North America that the Company now believes will be utilized, a
$290,000 tax expense related to the repatriation of $6.3 million of unremitted eamings of certain of the Company's
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European subsidiaries under the provisions of the American Jobs Creation Act of 2004, and income tax expense of
$211,000 related to a tax audit of prior years in the Company's German operations. The effective tax rate for fiscal 2006
excluding these items was 38.8% compared with 36.7% for fiscal year 2005. In addition, the Company is not able to
record a tax henefit for non-cash stock-based compensation expense related to incentive stock options and the
Company's Employee Stock Purchase Plan, which had the effect of increasing the effective tax rate in fiscal 2006 by
2.0%. The balance of the change in the effective tax rate reflected the effect of the mix of operating profit and loss among
the Company’s various operating entities and their respective tax rates. See Note 10 of the Notes to the Consolidated
Financial Statements, “Income Taxes”.

Liquidity and Capital Rescurces

The Company's cash and cash equivalents were $17.2 million at June 30, 2007 compared to $25.2 million at June 30,
2006. The cash decrease of $8.0 million for the fiscat year ended June 30, 2007, resulted primarily from $5.2 million used
to buy back company stock, $3.5 million used to fund operations activities, and $1.2 million used for capital expenditures,
which were mitigated by $1.6 million received from the Company’s stock plans.

The $3.5 million of cash used for operations was primarily related to net working capital changes of $7.7 million, offset by
cash generated from eamings of $1.5 million, the add back of non-cash items such as depreciation and amortization
expense of $1.3 million and stock compensation expense of $815,000. Net working capital is defined as changes in
assets and liabilities, exclusive of changes shown separately on the Consolidated Statements of Cash Flow. The cash
used for net working capital resulted primarity from a $7.3 miillion increase in net receivables due to a higher receivable
balance at June 30, 2007 compared to 2006. The higher receivable balance was primarily the result of the higher sales
level in the fourth quarter of fiscal 2007 which was $8.9 million higher than the comparable quarter of fiscal 2006. Other
uses of working capital were a $1.0 million increase in inventory and $2.0 million for current assets and liabilities.
Mitigating these uses was an increase in accounts payable of $2.5 million due to the timing of payments. The $1.0 million
increase in inventory related primarily to increased finished goods inventory for future orders. The $2.0 million use of cash
for other curreni assets and liabilities primarily represents progress payments on purchase order commitments for
deposits related to the Company’s new electronic inspection product.

The Company provides a reserve for obsolescence to recognize the effects of engineering change orders and other
matters that affect the value of the inventory. A detailed review of the inventory is performed yearly with quarterly updates
for known changes that have occurred since the annual review. When inventory is deemed to have no further use or
value, the Company disposes of the inventory and the reserve for obsolescence is reduced. During fiscal 2007, the
Company’s German subsidiary made a change to separate its reserve for obsolescence from its inventory value to reflect
the methodology used by the rest of the Company. As a result, the inventory of the German subsidiary is reported at a
gross value and the reserve for obsolescence increased by $421,000, which had no effect on net income. During fiscal
year 2007, the Company increased its reserve for inventory obsolescence by a net $357,000, which resuited from the
disposal of $64,000 of inventory that had been reserved for at June 30, 2006 and additional reserves for obsolescence of
approximately $421,000, described above.

The Company determines its allowance for doubtful accounts by considering a number of factors, including the length of
time trade accounts receivable are past due, the Company's previous loss history, the customer’s current ability to pay its
obligation to the Company, and the condition of the general economy and the industry as a whole. The Company writes-
off accounts receivable when they become uncollectible, and payments subsequently received on such receivables are
credited to the allowance for doubtful accounts. During fiscal year 2007, the Company wrote off $79,000 of receivables
and increased its provision for bad debts by $400,000.

Financing activities during fiscal year 2007 primarily reflected $5.2 million used to repurchase company stock and $1.6
million received under the Company’s stock plans.

The Company has a $7.5 million secured Credil Agreement with Comerica Bank, which expires on November 1, 2008.
Proceeds under the Credit Agreement may be used for working capital and capital expenditures. The security for the loan
is substantially all non real estate assets of the Company held in the United States. Borrowings are designated as a
Prime-based Advance or as a Eurodollar-based Advance. Interest on Prime-based Advances is payable on the last day
of each month and is calculated daily at a rate that ranges from a 2% below to a 4% above the bank's prime rate (8.25%
as of June 30, 2007) dependent upon the Company’s ratio of funded debt to earnings before interest, taxes, depreciation
and amortization ("EBITDA"). Interest on Eurodollar-based Advances is calculated at a specific margin above the
Eurodollar Rate cffered at the time and for the period chosen (approximately 7.24% as of June 30, 2007) dependent upon
the Company’s ratio of funded debt to EBITDA and is payable on the last day of the applicable period. Quarterly, the
Company pays a commitment fee on the daily unused portion of the Credit Agreement based on a percentage dependent
upon the Company's ratio of funded debt to EBITDA. The Credit Agreement prohibits the Company from paying
dividends. In addition, the Credit Agreement requires the Company to maintain a Tangible Net Worth, as defined in the
Credit Agreement, of not less than $41.0 million as of June 30, 2007 and to have no advances outstanding for 30
consecutive days each calendar year. At June 30, 2007, the Company had no borrowings outstanding.
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At June 30, 2007, the Company's German subsidiary (GmbH) had an unsecured credit facility totaling 500,000 Euros
{equivalent to approximately $674,000 at June 30, 2007). The facility may be used to finance working capital needs and
equipment purchases or capital leases. Any borrowings for working capital needs will bear interest at 9.0% on the first
100,000 Euros of borrowings and 2.0% for borrowings over 100,000 Euros. The German credit facility is cancelable at
any time by either GmbH or the bank and any amounts then outstanding would become immediately due and payable. At
June 30, 2007, GmbH had no borrowings outstanding.

On September 9, 2005, the Company's Board of Directors approved a stock repurchase program authorizing the
Company to repurchase up to $5.0 million of the Company's Common Stock. The Company was authorized to buy shares
of its Common Stock on the open market or in privately negotiated transactions from time to time, based on market prices.
Pursuant to the authorization, the Company repurchased 20,000 shares of Common Stock at an average price of $8.03
per share during the fiscal year ended June 30, 2007. [n July 2006, the Company completed its fiscal 2006 stock
repurchase program.

On August 7, 2006, the Company's Board of Directors (“Board”) approved a stock repurchase program authorizing the
Company to repurchase up to $3.0 million of the Company’s Common Stock through August 2007. On November 13,
2006, the Board approved a $2.0 million increase to the stock repurchase program bringing the total repurchase
authorized to $5.0 million through August 2007, The Company was authorized to buy shares of its Common Stock on the
open market or in privately negotiated transactions from time to time, based on market prices. The Company also
announced that it had entered into a Rule 10b5-1 trading plan (“Repurchase Plan”) with Barrington Research Associates,
Inc. to purchase up to $5.0 million of the Company’'s Common Stock through August 2007 (less the dollar amount of
purchases by the Company outside the Repurchase Plan), in open market or privately negotiated transactions, in
accordance with the requirements of Rule 10b-18. Pursuant to the authorization, the Company repurchased 592,600
shares of Common Stock at an average price of $8.43 per share during the fiscal year ended June 30, 2007. The
Company completed its fiscal 2007 stock repurchase program in February 2007.

See Item 3, “Legal Proceedings” and Note 6 to the Consolidated Financial Statements, “Contingencies”, {or a discussion
of certain contingencies relating to the Company’s liquidity, financia! position and results of operations. See also, ltem 7,
“Management's Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies -
Litigation and Other Contingencies”.

The Company expects to spend approximately $1.5 million during fiscal year 2008 for capital equipment, although there is
no binding commitment to do so. Based on the Company’s current business plan, including the introduction of its new line
of electronic inspection products, the Company believes that available cash on hand and existing credit facilities will be
sufficient to fund anticipated fiscal year 2008 cash flow requirements, except to the extent that the Company implements
new business development opportunities, which would be financed as discussed below. The Company does not believe
that inflation has significantly impacted historical operations and does not expect any significant near-term inflationary
impact.

The Company will consider evaluating business opportunities that fit its strategic plans. There can be no assurance that
the Company will identify any opportunities that fit its strategic plans or will be able to enter into agreements with identified
business opportunities on terms acceptable to the Company. The Company anticipates that it would finance any such
business opportunities from available cash on hand, existing credit facilities, issuance of additional shares of its stock or
additional sources of financing, as circumstances warrant.

Contractual Obligations

The following summarizes the Company's contractual obligations at June 30, 2007, and the effect such obligations are
expected to have on its liquidity and cash flow in future periods (in thousands):

Less than More than 5
Total 1 Year 1-3 Years 3 -5 Years Years
Purchase QObligations $10,674 $9,173 $1,501 50 $0
Operating Leases $ 1,646 $ 913 $ 685 $48 $0

A purchase obligation is defined as an agreement to purchase goods or services that is enforceable and legally binding.
Included in the purchase obligations category above are obligations related to purchase orders for inventory purchases
under the Company’s standard terms and conditions and under negotiated agreements with vendors. The Company
expects to receive consideration (products or services) for these purchase obligations. The purchase obligation amounts
do not represent all anticipated purchases in the future, but represent only those items for which the Company was
contractually obligated at June 30, 2007. Operating leases represent commitments to lease building space, office
equipment and motor vehicles,
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Critical Accounting Policies

The Company's discussion and analysis of its financial condition and results of operations are based upon the Company's
financial staterents and accompanying notes, which have been prepared in accordance with accounting principles
generally accepted in the United States (U.S. GAAP). The Company's significant accounting policies are discussed in
Note 1 of the Motes to Consolidated Financial Statements, “Summary of Significant Accounting Policies”. Certain of the
Company’s significant accounting policies are subject to judgments and uncertainties, which affect the application of these
policies and require the Company to make estimates based on assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses. The Company bases its estimates on historical experience and on various
assumptions that are believed to be reasonable under the circumstances. On an on-going basis, the Company evaluates
its estimates and underlying assumptions. In the event estimates or underlying assumptions prove to be different from
actual amounts, adjustments are made in the subsequent period to reflect more current information. The Company
believes that the following significant accounting policies involve management's most difficult, subjective or complex
judgments or involve the greatest uncertainty.

Revenue Recognition. The Company recognizes revenue in accordance with Staff Accounting Bulletin {"SAB") 101,
Revenue Recognition in Financial Statements, and SAB 104, Revenue Recognition. Revenue related to products is
recognized upon shipment when title and risk of loss has passed to the customer, there is persuasive evidence of an
arrangement, the sales price is fixed or determinable, collection of the related receivable is reasonably assured and
customer accentance criteria have been successfully demonstrated. Revenue related to services is recognized upon
completion of the service. The Company also has multiple element arrangements in its Automated Systems product line
that may include purchase of equipment, labor support andfor training. Each element has value on a stand-alone basis.
For multiple element arrangements, the Company defers from revenue recognition the greater of the fair value of any
undelivered elements of the contract or the portion of the sales price of the contract that is not payable until the
undelivered elements are completed. Delivered items are not contingent upon the delivery of any undelivered items nor
do the delivered items include generat rights of retumn. The Company does not have price protection agreements or
requirements to buy back inventory. The Company’s Automated Systems products are made to order systems that are
designed and configured to meet each customer's specific requirements. As a result, the Company has virtually no
history of returns.

Stock-Based Compensation. The Company accounts for non-cash stock-based compensation in accordance with SFAS
No. 123(R), Share-Based Payment. \nder the fair value recognition provisions of this statement, share-based
compensation cost is measured at the grant date based on the value of the award and is recognized as expense over the
vesting period. Determining the fair value of share-based awards at the grant date requires judgment, including estimating
the amount of share-based awards that are expected to be forfeited. The estimated forfeiture rate may change from time
to time based upon the Company’'s actual experience. An increase in the forfeiture rate would require the Company to
reverse a portion of its prior expense for non-cash stock-based compensation, which would positively impact the
Company’s results of operations. Because the Company currently experiences a low forfeiture rate, a reduction in the
estimated forfeiture rate would not have a material impact on the Company’s results of operations.

Accounts Receivable. The Company monitors its accounts receivable and charges to expense an amount equal to its
estimate of potantial credit losses. The Company considers a number of factors in determining its estimates, including,
the length of time trade accounts receivable are past due, the Company's previous loss history, the customer's current
ability to pay its obligation and the condition of the general economy and the industry as a whole. The use of different
estimates for future credit losses would result in different charges to selling, general and administrative expense in each
period presented and could negatively affect the Company’s results of operations for the period. In addition, if actual
experience differs materially from the Company’s estimates, the Company could be required to record large credit losses
that could negatively affect the Company’s results of operations for the period.

Inventories. Inventories are valued at the lower of cost or market; cost being determined under the first in, first out
method. Provision is made to reduce inventories to net realizable value for excess andfor obsolete inventory. The
Company reviews its inventory levels quarterly in order to identify obsolete and slow-moving inventory. The Company
estimates excess or obsolete inventory based principally upon contemplated future customer demand for the Company’s
products and tre timing of product upgrades. The use of different assumptions in determining stow-moving and obsolete
inventories would result in different charges to cost of sales in each period presented and could negatively affect the
Company's results of operations for the period. In addition, if actual experience differs materially from the Company’s
estimates, the Company could be required to record large losses that could negatively affect the Company’s results of
operations for the period.

Deferred Income Taxes. The Company accounts for its deferred income taxes in accordance with SFAS No. 109,
Accounting for Income Taxes. Deferred income tax assets and liabilities represent the future income tax effect of
temporary differences between the bock and tax basis of the Company's assets and liabilities, assuming they wilt be
realized and settled at the amounts reported in the Company's financial statements. The Company records a valuation
allowance to reduce its deferred tax assets to the amount that it believes is more likely than not to be realized. This
assessment includes consideration for the scheduled reversal of temporary taxable differences, projected future taxable
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income and the impact of tax planning. The Company adjusts this valuation allowance periodically based upon changes
in these considerations. In fiscal 2006, the Company reduced the valuation allowance, described in “Income Taxes” and
Note 10 of the Notes to the Consclidated Financial Statements, “Income Taxes”, based on the past few years of taxable
income and projected future taxable income. If actual long-term future taxable income is lower than the Company's
estimate, the Company may be required to record material adjustments to the deferred tax assets, resulting in a charge to
income in the period of determination and negatively impacting the Company's results of operations and financial position
for the period.

Litigation and Other Contingencies. The Company is subject to certain legal proceedings and other contingencies, the
outcomes of which are subject to significant uncertainty. The Company accrues for estimated losses if it is probable that
an asset has been impaired or a liability has been incurred and the amount of the loss can be reasonably estimated. The
Company uses judgment and evaluates, with the assistance of legal counsel, whether a loss contingency arising from
litigation should be disclosed or recorded. The outcome of legal proceedings is inherently uncertain and so typically a loss
cannot be reasonably estimated. Accordingly, if the outcome of legal proceedings are different than is anticipated by the
Company, the Company would have to record a charge for the matter, generally in the full amount at which it was
resolved, in the period resolved, negatively impacting the Company's results of operations and financial position for the
pericd.

Product Warranty. The Company provides a reserve for warranty based on its experience and knowledge. Because the
Company does not have historical claims experience in its new line of electronic inspection preducts, the Company
provides for estimated warranty expenses at the time the new electronic inspection products are sold to its customer
based on knowledge of the industry in which the product is sold. Factors affecting the Company’s warranty liability include
the number of units sold or in service and historical and anticipated rates of claims and cost per claim. The Company
pericdically assesses the adequacy of its warranty liability based on changes in these factors. If a special circumstance
arises requiring a higher level of warranty reserve, the Company would make a special warranty provision commensurate
with the facts. Management believes that the accounting estimate related to warranty reserves is a "critical accounting
estimate” because changes in it could materially affect net income, and it requires management to estimate the frequency
and amounts of future claims, which are inherently uncertain. Management's policy is to continuousty monitor the
warranty liabilities to determine their adequacy, therefore, the warranty reserve is maintained at an amount management
deems adequate to cover estimated warranty expense. Actual claims incurred in the future may differ from the original
estimates, which may result in material revisions to the warranty reserve that could negatively affect the Company's
results of operations for the period.

Market Risk Information

Perceptron’s primary market risk is related to foreign exchange rates. The foreign exchange risk is derived from the
operations of its international subsidiaries, which are primarily located in Germany and for which products are produced in
the UI.S. The Company may from time to time have interest rate risk in connection with the investment of its cash.

Foreign Currency Risk

The Company has foreign currency exchange risk in its international operations arising from the time period between
sales commitment and delivery for contracts in non-U.S. currencies. For sales commitments entered into in the non-
United States currencies, the currency rate risk exposure is predominantly less than one year with the majority in the 120
to 150 day range. At June 30, 2007, the Company's percentage of sales commitments in non-United States currencies
was approximately 28.8% or $6.6 million, compared to 58.7% or $11.0 million at June 30, 2006.

The Company may use, from time to time, a limited hedging program to minimize the impact of foreign currency
fluctuations. These transactions involve the use of forward contracts, typically mature within one year and are designed to
hedge anticipated foreign currency transactions. The Company may use forward exchange contracts to hedge the net
assets of certain of its foreign subsidiaries to offset the translation and economic exposures related to the Company's
investment in these subsidiaries.

At June 30, 2007, the Company had forward exchange contracts to sell 5.0 million Euros {$6.7 million equivalent) at a
weighted average settlement rate of 1.34 Euros to the United States Dollar. The contracts outstanding at June 30, 2007,
mature through November 29, 2007. The objective of the hedge transactions is to protect designated portions of the
Company’s net investment in its foreign European subsidiary against adverse changes in the Euro/U.S. Dollar exchange
rate. The Company assesses hedge effectiveness based on overall changes in fair value of the forward contract. Since
the critical risks of the forward contract and the net investment coincide, there was no ineffectiveness. The accounting for
the hedges is consistent with translation adjustments where any gains and losses are recorded to other comprehensive
income. The Company recognized a loss of $83,000 in other comprehensive income (loss) for the unrealized and realized
change in value of the forward exchange contracts during the fiscal year ended June 30, 2007. Offsetting this amount in
other comprehensive income (loss) was the translation effect of the Company's foreign subsidiary. Because the forward
contracts were effective, there was no gain or loss recognized in earnings. The Company's forward exchange contracts
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do not subject it to material risk due to exchange rate movements because gains and losses on these contracts offset
losses and gains on the assets, liabilities, and transactions being hedged.

At June 30, 2006 and 2005, the Company had approximately $5.0 million and $3.0 million, respectively, of forward
exchange contracts between the United States Dollar and the Euro with weighted average settlement prices of 1.25 and
1.30 Euro to each United States Dollar, respectively. The Company recognized a loss of $38,000 and income of
approximately $168,000 in other comprehensive income (loss) for the unrealized change in value of forward exchange
contracts during the fiscal years ended June 30, 2006 and June 30, 2005, respectively.

The Company’s potential loss in earnings that would have resulted from a hypothetical 10% adverse change in quoted
foreign currency exchange rates related to the translation of foreign denominated revenues and expenses into U.S. dollars
for the fiscal years ended June 30, 2007, 2006 and 2005, would have been approximately $90,000, $2,000 and $114,000,
respectively.

Interest Rate Risk
The Company invests its cash and cash equivalents in high quality, short-term investments with primarily a term of three
months or less. Given the short maturities and investment grade quality of the Company's investment holdings at June
30, 2007, a 100 basis point rise in interest rates would not be expected to have a material adverse impact on the fair value
of the Company’s cash and cash equivalents. As a result, the Company does not currently hedge these interest rate
exposures.

New Accounting Pronouncements

For a discussion of new accounting pronouncements, see Note 1 to the Consolidated Financial Statements, “Summary of
Significant Accounting Policies-New Accounting Pronouncements”.

ITEM 7A: QUANTITATIVE and QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Information required pursuant to this item is incorparated by reference herein from ltem 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Market Risk Information”.

ITEM 8: FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders of Perceptron, Inc.

We have audited the accompanying consolidated balance sheets of Perceptron, Inc. and
Subsidiaries (the “Company”) as of June 30, 2007 and 2006, and the related consolidated
statements of income, comprehensive income, shareholders’ equity and cash flows for each of
the three years in the period ended June 30, 2007. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Company is not required to have, nor were we engaged to perform an audit of
its internal control over financial reporting. Our audit included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion.
An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Perceptron, Inc. and Subsidiaries as of June 30, 2007 and 2006, and the
results of its operations and its cash flows for each of the three years in the period ended June 30,
2007 in conformity with accounting principles generally accepted in the United States of
America.

Crend Thowson, LLP

Southfield, Michigan
September 25, 2007

27777 Franklin Road

Suite 800

Southfield, Ml 48034

T 248.262.1950

F 248,350.3581

W www.grantthomton.com
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PERCEPTRON, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
{In Thousands, Except Per Share Amount)

As of June 30, 2007 2006
ASSETS
Current Assets
Cash and cash equivalents $ 17178 $ 25,1188
Receivables:
Billed receivables, net of allowance for doubtful accounts
of $673 and $352, respectively 21,287 15,623
Unbilled receivables 2,858 994
Other receivables 799 577
Inventories, net of reserves of $911 and $554, respectively 7.625 6,433
Deferred taxes 1,243 1,481
Other current assets 3,025 521
Total current assets 54,015 50,817
Property and Equipment
Building and land 5,984 6,013
Machinery and equipment 11,952 11,566
Furniture and fixtures 1,133 1,093
19,069 18,672
Less - Accumulated depreciation and amortization {12,012) (11,264)
Net property and equipment 7,057 7,408
Deferred Tax Asset 4,384 4,170
Total Assets $ 65456 $ 62,395

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities

Accounts payable $ 3,446 $ 1667
Accrued liabilitles and expenses 2,764 2,277
Accrued compensation 1,075 1,740
Income taxes payable 883 145
Deferred revenue 3,483 2,336

Total current liabilities 11,651 8,165

Shareholders’ Equity
Preferred stock - no par value, authorized 1,000 shares, issued none - -
Common stock, $0.01 par value, authorized 19,000 shares, issued

and outstanding 8,142 and 8,352, respectively 81 84
Accumulated other comprehensive income (loss) 869 (15)
Additional paid-in capital 36,346 39,111
Retained earnings 16,509 15,050

Total shareholders' equity 53,805 54,230

Total Liahilities and Shareholders’ Equity $ 65,456 $ 62,395

The nctes to the consolidated financial statements are an integral part of these statements.
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PERCEPTRON, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
{In Thousands, Except Per Share Amounts}

Years ended June 30, 2007 2006 2005
Net Sales $ 62,252 $ 57,875 $ 54,892
Cost of Sales 35,252 30,588 28,985

Gross Profit 27,000 27,287 25,907
Operating Expenses

Selling, general and administrative 17,262 15,155 13,970

Engineering, research and development 7,885 7,764 7,242

Total operating expenses 25,147 22,919 21,212

Operating Income 1,853 4,368 4,695
Other Income and (Expenses)

Interest income, net 958 722 492

Foreign currency loss (84) {21) (49)

Other 19 {142) 48

Total other income 893 559 491

Income Before Income Taxes 2,746 4,927 5,186
Income Tax Expense 1,287 1,688 1,904
Net Income $ 1,459 $ 3,239 $ 3,282
Earnings Per Common Share

Basic $0.18 $0.38 $0.37

Diluted $0.17 $0.35 $0.35
Weighted Average Common Shares Outstanding

Basic 8,114 8,582 8,766

Dilutive effect of stock options 647 618 671

Diluted 8,761 9,200 9,437

The notes to the consolidated financial statements are an integral part of these statements.




PERCEPTRON, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOW

{(in Thousands)

Years ended June 30,

Cash Flows from Operating Activities
Net income
Adjusiments to reconcile net income to net cash provided from
(used for) operating aclivities:
Depreciation and amortization
Stock compensation expense
Deferred income taxes
Stock option income tax benefit
Disposal of assets
Allowance for doubtful accounts
Changes in assets and liabilities, exclusive of changes shown separately
Net cash (used for) provided from operating activities

Cash Flows from Financing Activities
Revolving cradit borrowings
Revolving cradit repayments
Proceeds frem stock plans
Repurchase of company stock
Net cash (used for) provided from financing activities

Cash Flows from Investing Activities
Capital expenditures
Net cash used for investing activities

Effect of Exchange Rate Changes on Cash and Cash Equivalents

Net (Decrease) Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, July 1
Cash and Cash Equivalents, June 30

Changes in Assets and Liabilities, Exclusive of Changes Shown Separately
Receivables. net
Inventories
Accounts payable
Other current assets and liabilities

Supplemental Disclosure of Cash Flow Information
Cash paid during the year for interest
Cash paid during the year for income taxes

2007 2006 2005
$ 1459 $ 3239 § 3282
1,333 1,345 1,326

815 667 -
15 753 775
- - 142
306 28 150
326 (39) (235)
(7.724) 3,976 (3,412)
(3,470) 9,969 2,028
1,300 797 608
(1,300) (797) (608)
1,601 542 407
(5,184) (4,872) (279)
(3,583) (4.330) 128
(1,247) (1,093) (1,449)
(1,247) (1,093) (1,449)
290 268 (12)
(8,010) 4,814 695
25,188 20,374 19,679
$ 17,178 § 25,188 & 20,374
$ (7.256) $ 5582 $ 3)
(1,007) (550) (196)
2,523 (187) 410
(1,984) (869) (3,623)
§ (7,724) § 3,976 § (3412)
$ 1 0 $ 1
795 1,393 3,816

The notes to the consolidated financial statements are an integral part of these statements.

35



PERCEPTRON, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(tn Thousands)

Accumulated
Other Additional
Common Stock Comprehensive  Paid-In

Total

Retained Shareholders'

Shares Amount Income (Loss) Capital Eamings Equity
Balances, June 30, 2004 8,716 $ 87 $ (758) $42,502 $ 8,529 $50,360
Comprehensive income (loss)
Net income 3,282 3,282
Other comprehensive income
Foreign currency franslation adjustments (87) (87)
Hedging 168 168
Total comprehensive income 3,363
Stock plans 145 1 547 548
Stock repurchase (39) (279) (279)
Balances, June 30, 2005 8,822 $ 88 § (677) $42,770 $11,811 $53,992
Comprehensive income (loss)
Net income 3,239 3,239
Other comprehensive income
Foreign currency transtation adjustments - 700 700
Hedging (38) 38
Total comprehensive income 3,901
Stock-based compensation 667 667
Stock plans 197 2 540 542
Stock repurchase (667) (6} (4,866) (4,872)
Balances, June 30, 2006 8,352 $ 84 § (15) $39,111 $15,050 $54,230
Comprehensive income (loss)
Net income 1,459 1,459
Other comprehensive income
Foreign currency translation adjustments 967 967
Hedging (83) 83
Total comprehensive income 2,343
Stock-based compensation 815 815
Stock plans 403 3 1,598 1,601
Stock repurchase (613) (6} (5,178) {5.184)
Balances, June 30, 2007 8,142 $ 81 $ 869 $36,346 $ 16,509 $53,805

The notes to the consolidated financial staterments are an integral part of these statements.
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PERCEPTRON, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies
Operations

Perceptron, Inc. and its wholly-owned subsidiaries {collectively, the “Company”} are involved in the design, development,
manufacture, and marketing of information-hased measurement and inspection solutions for process improvements
primarily for the automotive industry.

Basis of Presentation and Principies of Consolidation

The consoclidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated in consolidation.

The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actua! results could differ from those estimates.

Revenue Recognition

Revenue related to products is recognized upon shipment when title and risk of loss has passed to the customer, there is
persuasive evidence of an arrangement, the sales price is fixed or determinable, collection of the related receivable is
reasonably assured and customer acceptance criteria have been successfully demonstrated. Revenue related to services
is recognized upon completion of the service. The Company also has multiple element arrangements in its Automated
Systems product line that may include purchase of equipment, labor support and/or training. Each element has value on
a stand-alone basis. For multiple element arrangements, the Company defers from revenue recognition the greater of the
fair value of any undelivered elements of the contract or the portion of the sales price of the contract that is not payable
until the undelivered elements are completed. Delivered items are not contingent upon the delivery of any undelivered
items nor do the delivered items include general rights of return. The Company does not have price protection
agreements or requirements to buy back inventory. The Company’s Automated Systems products are made to order
systems that are designed and configured to meet each customer's specific requirements. As a result, the Company has
virtually no history of returns.

Research and Development
Research and development costs, including software development costs, are expensed as incurred.
Foreign Currency

The financial statements of the Company's wholly-owned foreign subsidiaries have been translated in accordance with
Statement of Financial Accounting Standards (*SFAS”) No. 52, with the functional currency being the local currency in the
foreign country. Under this standard, translation adjustments are accumulated in a separate component of shareholders’
equity until the subsidiary is disposed of. During the fourth quarter of fiscal 2006, the Company liquidated Perceptron
Canada, Inc., an inactive subsidiary, and recognized as expense accumulated translation adjustments of $311,000.
Gains and losses on foreign currency transactions are included in the consolidated statement of income under “Other
Income and Expenses”.

Earnings Per Share

Basic earnings per share ("EPS”) is calculated by dividing net income by the weighted average number of common shares
cutstanding during the period. Other obligations, such as stock options, are considered to be potentially dilutive comman
shares. Diluted EPS assumes the issuance of potential dilutive common shares outstanding during the period and adjusts
for any changes in income and the repurchase of common shares that would have occurred from the assumed issuance,
uniess such effect is anti-dilutive. Effective with the adoption of Statement of Financial Accounting Standards No. 123
(revised 2004), Share-Based Payment, (“SFAS 123R"), the calculation of diluted shares also takes into effect the average
unrecognized non-cash stock-based compensation expense and additional adjustments for tax benefits related to non-
cash stock-based compensation expense.

Options to purchase 281,000, 480,000, and 580,000 shares of common stock outstanding in the fiscal years ended June

30, 2007, 2006 and 2005, respectively, were not included in the computation of diluted EPS because the effect would
have been anti-cilutive.
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Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with maturities of three months or less to be cash
equivalents. Fair value approximates carrying value because of the short maturity of the cash equivalents. Those with a
greater life are recorded as marketable securities. At June 30, 2007, the Company had $17.2 million in cash and cash
equivalents of which $6.4 million was held in foreign bank accounts.

Accounts Receivable and Concentration of Credit Risk

The Company markets and sells its products principally to automotive assembly companies, line builders, system
integrators, original equipment manufacturers (“OEMs”) and value-added resellers. The Company's accounts receivable
are principally from a small number of targe customers. The Company performs ongoing credit evaluations of its
customers. Accounts receivable are generally due within 30 days and are stated at amounts due from customers net of
an allowance for doubtful accounts. Accounts outstanding longer than the contractual payment terms are considered past
due. The Company determines its allowance by considering a number of factors, including the length of time trade
accounts receivable are past due, the Company's previous loss history, the custcmer's current ahility to pay its obligation
to the Company, and the condition of the general economy and the industry as a whole. The Company writes-off
accounts receivable when they become uncollectible, and payments subsequently received on such receivables are
credited to the allowance for doubtful accounts. Changes in the Company’s allowance for doubtful accounts are as
follows (in thousands):

Beginning Costs and Less Ending

Balance Expenses Charge-offs Balance

Fiscal year ended June 30, 2007 $352 $400 $ 79 $673
Fiscal year ended June 30, 2006 $331 $(22) $ 17 $352
Fiscal year ended June 30, 2005 $625 $387 $621 $391

Property and Equipment

Property and equipment are recorded at cost. Depreciation related to machinery and equipment and furniture and fixtures
is primarily computed con a straight-line basis over estimated useful lives ranging from 3 to 13 years. Depreciation on
buildings is computed on a straight-line basis over 40 years.

When assets are retired, the costs of such assets and related accumulated depreciation or amortization are eliminated
from the respective accounts, and the resulting gain or loss is reflected in the consclidated statement of income.

Inventory

Inventory is stated at the lower of cost or market. The cost of inventory is determined by the first-in, first-out (*FIFO"}
method. The Company provides a reserve for obsolescence to recognize the effects of engineering change orders, age
and use of inventory that affect the value of the inventory. When the related inventory is disposed of, the obsolescence
reserve is reduced. A detailed review of the inventory is performed yearly with quarterly updates for known changes that
have occurred since the annual review. Inventory, net of reserves, is comprised of the following (in thousands):

At June 30,
2007 2006
Component parts $2,900 $3,038
Work in process 355 309
Finished gocds 4370 3.086
Total $7.625 $6,433
Changes in the Company’s reserves for obsolescence are as follows (in thousands):
Beginning Costs and Less Ending
Balance Expenses Charge-offs Balance
Fiscal year ended June 30, 2007 $554 $421 $ 64 5911
Fiscal year ended June 30, 2006 $520 $193 $159 $554
Fiscal year ended June 30, 2005 $510 $230 $220 $520
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Deferred Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statemant carrying amounts of existing assets and liabilities and their respective tax basis, and the effects of
operating losses and 1ax credit carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date. A valuation allowance is provided for deferred tax assets if it is more likely than not that
these items will either expire before the Company is able to realize their benefit, or future deductibility is uncertain.

Financial Instruments

The carrying amounts of the Company's financial instruments, which include cash, accounts receivable, accounts payable,
forward exchange contracts and amounts due to banks or other lenders, approximate their fair values at June 30, 2007
and 2006. Fair values have been determined through information obtained from market sources and management
estimates.

In the normal course of business, the Company may employ forward exchange contracts to manage its exposure to
fluctuations in foreign currency exchange rates. Forward contracts for forecasted transactions are designated as cash flow
hedges and recorded as assets or liabilities on the balance sheet at their fair value. Changes in the contract's fair value
are recognized in accumulated other comprehensive income until they are recognized in earnings at the time the
forecasted transaction occurs. If the forecasted transaction does not occur, or it becomes probable that it will not occur,
the gain or loss on the related cash flow hedge is recognized in earnings at that time. For forward exchange contracts
designated as hedging the net assets of the Company's foreign subsidiaries, changes in the contract's fair value are offset
against the translation reflected in shareheolders’ equity to the extent effective. The Company does not enter into any
derivative transactions for speculative purposes.

Warranty

Automotive industry systems carry a three-year warranty for parts and a one-year warranty for labor and travel related to
warranty. Product sales fo the forest products industry carry a three-year warranty for TriCam® sensors. Sales of
ScanWorks® and ScanWorks® ToolKit have a one-year warranty for parts; sales of NCA products have a two-year
warranty for parts; sales of the Company's commercial products have a two-year warranty for parts and labor, The
Company provides a reserve for warranty based on its experience and knowledge. Because the Company does not have
historical claims experience in its new line of electronic inspection products, the Company provides for estimated warranty
expenses at the time the new electronic inspection products are sold to its customer based on knowledge of the industry
in which the product is sold. Factors affecting the Company’s warranty liability include the number of units sold or in
service and hisiorical and anticipated rates of claims and cost per claim. The Company periodically assesses the
adequacy of its warranty liability based on changes in these factors. If a special circumstance arises requiring a higher
ievel of warranty, the Company would make a special warranty provision commensurate with the facts.

Beginning Costs and Less Ending

Balance Expenses Charge-offs Balance

Fiscal year ended June 30, 2007 $200 $449 $386 $263
Fiscal year ended June 30, 2006 $209 $222 $231 $200
Fiscal year ended June 30, 2005 $194 $325 $310 $209

Advertising Expense

The Company charges advertising expense in the period incurred. As of June 30, 2007, 2006, and 2005, advertising
expense was $230,000, $92,000, and $116,000, respectively.

Stock-Based Compensation

The Company has stock plans, which are described more fully in Notes 8 and 9. The Company adopted Statement of
Financial Accouating Standards No. 123 (revised 2004}, Share-Based Payment (“SFAS 123R"}, effective July 1, 2005.
SFAS 123R requires the recognition of the fair value of stock-based compensation in the Company’s financial statements.
Prior to July 1, 2005, the Company applied the requirements of APB Opinion No. 25 ("APB 25”), “Accounting for Stock
Issued to Employees,” and related interpretations in accounting for its stock-based plans. Under APB 25, generally no
stock-based compensation expense was recognized for the Company’s stock-based plans since the exercise price of
granted employee stock options was greater than or equal to the market value of the underlying common stock on the
date of grant.
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The following table illustrates the pro forma effect on net income and earnings per share for the periods indicated as if the
Company had applied the fair vatue recognition provisions of SFAS 123R to its stock-based employee compensation
plans (in thousands except per share amounts):

__2005
Net Income
As Reported $3,282
Effect of Stock-based
Compensation Expense —
net of tax {521)
Pro Forma $2.761
Earnings Per Share
Basic — As Reported $0.37
Basic ~ Pro Forma $0.31
Diluted — As Reported $0.35
Diluted — Pro Forma $0.29

Self-Insurance

Perceptron is self-insured for health, vision and short term disability costs up to a certain stop loss level per claim and on
an aggregale basis of a percentage of estimated annual costs. The estimated liability is based upon review by
Management and an independent insurance consultant of claims filed and claims incurred but not reported.

New Accounting Pronouncements

In February 2007, the Financial Accounting Standards Board (“FASB") issued Statement of Financial Accounting
Standards ("SFAS") No. 159, “The Fair Value Options for Financial Assets and Financial Liabilities - Including an
amendment of FASB Statement No. 115”. This Statement permits entities to chocse to measure many financial
instruments and certain cther items at fair value. The objective is to improve financial reporting by providing entities with
the opportunity to mitigate volatility in reported eamings caused by measuring related assets and liabilities differently
without having to apply complex hedge accounting provisions. This Statement is expected to expand the use of fair value
measurement, which is consistent with the Board's long-term measurement objectives for accounting for financial
instruments. This statement is effective for fiscal years beginning after November 15, 2007. The impact of adopting this
statement on the Company’s financial statements has not yet been evaluated.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (*SAB”) No. 108,
“Considering the Effects of Prior Year Misstatements when Quantifying Current Year Misstatement”. This bulletin requires
analysis of misstatements using both an income statement (rollover) approach and a balance sheet (iron curtain}
approach in assessing materiality and provides for a one-time cumutative effect transition adjustment. This bulletin is
effective for the Company's 2007 fiscal year annual financial statements and did not have a material impact on the
Company's financial statements.

In September 2006, the Financial Accounting Standards Board (“FASB") issued Statement of Financial Accounting
Standards (*SFAS”) No. 157, “Fair Value Measurements”. This statement defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles (GAAFP), and expands disclosures about fair value
measurements. This statement does not require any new fair value measurements, but does provide guidance on how to
measure fair value by providing a fair value hierarchy used to classify the source of the information. This statement is
effective for fiscal years beginning after November 15, 2007. The impact of adopting this statement on the Company's
financial statements has not yet been evaluated.

In June 20086, the Financial Accounting Standards Board ("FASB") issued FASB Interpretation No. 48, "Accounting for
Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109”. This Interpretation prescribes a recognition
threshold and a measurement attribute for the financial statement reporting of tax positions taken in tax returns. The
Interpretation is effective for fiscal years beginning after December 15, 2006 and will not have a material impact on the
Company's financial statements.
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2. Leases

The Company leases building space, cffice equipment and motor vehicles under operating leases. Lease terms generally
cover periods frcm two to five years and may contain renewal options. The following is a summary, as of June 30, 2007, of
the future minimum annual lease payments required under the Company’s operating leases having initial or remaining
non-cancelable terms in excess of one year (in thousandsy):

Year Minimum Rentals
2008 $ 913
2009 388
2010 197
2011 100
2012 and beyond 48
Total minimum lease payments $1.646

Rental expenses for operating leases in the fiscal years ended June 30, 2007, 2006 and 2005 were $1,121,000,
$1,105,000 and $908,000, respectively.

3. Short-term and Long-term Notes Payable
The Company had no debt outstanding at June 30, 2007 and June 30, 20086.

The Company has a $7.5 million secured Credit Agreement with Comerica Bank, which expires on November 1, 2008.
Proceeds under the Credit Agreement may be used for working capital and capital expenditures. The security for the loan
is substantially all non real estate assets of the Company held in the United States. Borrowings are designated as a
Prime-based Advance or as a Eurodollar-based Advance. Interest on Prime-based Advances is payable on the last day
of each month and is calculated daily at a rate that ranges from a %% below to a ¥4% above the bank’s prime rate (8.25%
as of June 30, 2007} dependent upon the Company’s ratio of funded debt to earnings before interest, taxes, depreciation
and amortization ("EBITDA"). Interest on Eurodollar-based Advances is calculated at a specific margin above the
Eurodollar Rate offered at the time and for the period chosen (approximately 7.24% as of June 30, 2007) dependent upon
the Company’s ratio of funded debt to EBITDA and is payable on the last day of the applicable pericd. Quarterly, the
Company pays a commitment fee on the daily unused portion of the Credit Agreement hased on a percentage dependent
upon the Company's ratic of funded debt to EBITDA. The Credit Agreement prohibits the Company from paying
dividends. In addition, the Credit Agreement requires the Company to maintain a Tangible Net Worth, as defined in the
Credit Agreement, of not less than $41.0 million as of June 30, 2007 and to have no advances cuistanding for 30
consecutive days each calendar year.

At June 30, 2007, the Company's German subsidiary (GmbH) had an unsecured credit facility totaling 500,000 Euros
(equivalent to approximately $674,000 at June 30, 2007). The facility may be used to finance working capital needs and
equipment purchases or capital leases. Any borrowings for working capital needs will bear interest at 9.0% on the first
100,000 Euros of borrowings and 2.0% for borrowings over 100,000 Euros. The German credit facility is cancelable at
any time by either GmbH or the bank and any amounts then outstanding would become immediateiy due and payable. At
June 30, 2007 and June 30, 2008, GmbH had no borrowings outstanding.

4. Foreign Exchange Centracts

The Company may use, from time to time, a limited hedging program to minimize the impact of foreign currency
fluctuations. These transactions involve the use of forward contracts, typically mature within one year and are designed to
hedge anticipated foreign currency transactions. The Company may use forward exchange contracts to hedge the net
assets of certain of its foreign subsidiaries to offset the translation and economic exposures related to the Company’s
investment in these subsidiaries.

At June 30, 2007, the Company had forward exchange contracts to sell 5.0 million Euros ($6.7 million equivalent) at a
weighted average settlement rate of 1.34 Euros to the United States Dollar. The contracts outstanding at June 30, 2007,
mature through November 29, 2007. The objective of the hedge transactions is to protect designated portions of the
Company's net investment in its foreign European subsidiary against adverse changes in the Euro/U.S. Dollar exchange
rate. The Company assesses hedge effectiveness based on overall changes in fair value of the forward contract. Since
the critical risks of the forward contract and the net investment coincide, there was no ineffectiveness. The accounting for
the hedges is consistent with translation adjustments where any gains and losses are recorded to other comprehensive
income. The Company recognized a loss of $83,000 in other comprehensive income {loss) for the unrealized and realized
change in value of the forward exchange contracts during the fiscal year ended June 30, 2007. Offsetting this amount in
other comprehensive income (loss) was the translation effect of the Company’s foreign subsidiary. Because the forward
contracts were effective, there was no gain or loss recognized in earnings. The Company’s forward exchange contracts
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do not subject it to material risk due to exchange rate movements because gains and losses on these contracts offset
losses and gains on the assets, liabilities, and transactions being hedged.

At June 30, 2008 and 2005, the Company had approximately $5.0 million and $3.0 million, respectively, of forward
exchange contracts between the United States Dollar and the Euro with weighted average settlement prices of 1.25 and
1.30 Euro to each United States Dollar, respectively. The Company recognized a loss of $38,000 and income of
approximately $168,000 in other comprehensive income (loss) for the unrealized change in value of forward exchange
contracts during the fiscal years ended June 30, 2006 and June 30, 2005, respectively.

5. Information About Major Customers
The Company has two segments, its Automated Systems Segment and its Technology Products Segment.

The Company's principal customers for its Automated Systems products have historically been automotive companies
that the Company either sells to directly or through manufacturing line builders, system integrators or OEMs. The
Company's Automated Systems products are typically purchased for installation in connection with new model retooling
programs undertaken by these companies. Because sales are dependent on the timing of customers' re-tooling
programs, sales by customer vary significantly from year to year, as do the Company’s largest customers. For the fiscal
year ended June 30, 2007, approximately 31% of total net sales were derived from the Company’s four largest automotive
customers (Volkswagen, General Motors, DaimlerChrysler and BMW). The Company alse sells to system integrators or
OEMs, who in turn sell to these same automotive companies. For the fiscal year ended June 30, 2007, approximately
12% of net sales were to manufacturing line builders, system integrators and OEMs for the benefit of the same four
automotive companies. For the fiscal year ended June 30, 2006 approximately 38% of total net sales were derived from
the Company's four largest automotive customers (General Motors, Volkswagen, BMW and Peugeot Citroen). For the
fiscal year ended June 30, 2005, approximately 40%, of total net sales were derived from the Company’s four largest
automotive customers (General Motors, DaimlerChrysler, Volkswagen and Ford). The Company also sells to
manufacturing line builders, system integrators or OEMs, who in turn sell to these same automotive companies. For the
fiscal years ended June 30, 2006 and 2005, approximately 9% and 13%, respectively, of net sales, were to system
integrators and OEMs for the benefit of the same four automotive companies. These numbers reflect consolidations that
have occurred within the Company's four largest automotive customers. During the fiscal year ended June 30, 2007,
sales to Volkswagen and General Motors were 13.2% and 11.7%, respectively, of the Company's total net sales. At June
30, 2007, accounts receivable from Volkswagen and General Motors totaled approximately $2.5 million and $1.4 million
respectively.

The Company sells its Technology Products to a variety of markets through original equipment manufacturers, system
integrators and value-added resellers. The Company's Technology Products target the digitizing, reverse engineering and
inspection markets. During the fiscal year ended June 30, 2007, sales to Ridge Tool were 11.3% of the Company’s total
net sales. At June 30, 2007, accounts receivable from Ridge Tool totaled approximately $4.9 million.

6. Contingencies
The Company may, from time to time, be subject to claims and suits in the ordinary course of its business.

To estimate whether a loss contingency should be accrued, the Company evaluates, among other factors, the degree of
probability of an unfavorable outcome and the ability to make a reasonable estimate of the amount of the loss. Since the
outcome of claims and litigation is subject to significant uncertainty, changes in these factors could materially impact the
Company’s financial position or results of operations.

The Company is a party to a suit filed by Industries GDS, Inc., Bois Granval GDS Inc., and Centre de Preparation GDS,
Inc. {collectively, “GDS™) on or about November 21, 2002 in the Superior Court of the Judicial District of Quebec, Canada
against the Company, Carbotech, Inc. (“Carbotech”), and U.S. Natural Resources, Inc. (*USNR"), among others. The suit
alleges that the Company breached its contractual and warranty obligations as a manufacturer in connection with the sale
and installation of three systems for trimming and edging wood products. The suit also alleges that Carbotech breached
its contractual obligations in connection with the sale of equipment and the installation of two trimmer lines, of which the
Company's systems were a part, and that USNR, which acquired substantially all of the assets of the Forest Products
business unit from the Company, was liable for GDS’ damages. USNR has sought indemnification from the Company
under the terms of existing contracts between the Company and USNR. GDS seeks compensatory damages against the
Company, Carbotech and USNR of approximately $6.3 million using a June 30, 2007 exchange rate. GDS and Carbotech
have filed for bankruptcy protection in Canada. The Company intends to vigorously defend GDS’ claims.

The Company has been informed that certain of its customers have received allegations of possible patent infringement
involving processes and methods used in the Company’s products. Certain of these customers, including one customer
who was a party to a patent infringement suit relating to this matter, have settled such claims. Management believes that
the processes used in the Company’s products were independently developed without utilizing any previously patented
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process or technology. Because of the uncertainty surrounding the nature of any possible infringement and the validity of
any such claim or any possible customer claim for indemnity relating to claims against the Company’s customers, it is not
possible to estimate the ultimate effect, if any, of this matter on the Company’s financial statements.

Management is currently unaware of any significant pending litigation affecting the Company, other than the matters set
forth above.

7. 401(k) Plan

The Company has a 401(k) tax deferred savings plan that covers all eligible employees. The Company may make
discretionary contributions to the plan. The Company's contributions during the fiscal years ended June 30, 2007, 2006
and 2005, were $539,000, $437,000 and $453,000, respectively.

8. Employee Stock Purchase Plan

The Company has an Employee Stock Purchase Plan for all employees meeting certain eligibility criteria. Under the Plan,
eligible employees may purchase shares of the Company's common stock at 85% of its market value at the beginning of
the six-month election period. Purchases are limited to 10% of an employee’s eligible compensation and the shares
purchased are restricted from being sold for one year from the purchase date. At June 30, 2007, 119,557 shares
remained available under the Plan. During fiscal years 2007, 2006 and 2005, 12,401, 11,854 and 9,299 shares,
respectively, were issued to employees. The average purchase price per share was $6.41, $5.87 and $6.08 in fiscal
years 2007, 2006 and 2005, respectively. In fiscal 2006 the Cempany adopted SFAS 123R and began recording stock
based compensation expense in the income statement. During fiscal 2007 and fiscal 2006, the Company recorded non-
cash stock based compensation expense of $30,000 and $29,000, respectively, related to this plan. No compensation
expense was recognized in fiscal year 2005 for this plan.

9. Stock Incentive Plans

The Company adopted Statement of Financia! Accounting Standards No. 123 (revised 2004), Share-Based Payment
(“SFAS 123R"), effective July 1, 2005. SFAS 123R requires the recognition of the fair value of stock-based compensation
in the Company’s financial statements. Prior to July 1, 2005, the Company applied the requirements of APB Opinion No.
25 {“APB 25"}, “Accounting for Stock Issued to Employees,” and related interpretations in accounting for its stock-hased
plans. Under APB 25, generally no compensation expense was recognized for the Company’s stock-based plans since
the exercise price of granted employee stock options was greater than or equal to the market value of the underlying
common stock on the date of grant.

The Company elected the modified prospective transition method for adopting SFAS 123R. Under this methed, the
provisions of SFAS 123R apply to all awards granted or modified after the date of adoption. The Company continues to
use the Black Scholes model for determining stock opticn valuations. The provisions of SFAS 123R alsc apply to awards
granted prior to July 1, 2005 that did not vest before July 1, 2005 (transition awards). The compensation cost for the
portion of the transition awards that had not vested by July 1, 2005 is based on the grant-date fair value of these transition
awards as calculated for pro forma disclosures under the provisions of SFAS 123. Compensation cost for these transition
awards are attributed to periods beginning July 1, 2005 and use the Black Scholes method used under SFAS 123, except
that an estimate of expected forfeitures is used rather than actual forfeitures.

The Company recognized operating expense for non-cash stock-based compensation costs in the amount of $815,000
and $667,000 for the fiscal years ended June 30, 2007 and 2006, respectively, which includes the Employee Stock
Purchase Plan discussed above. This had the effect of decreasing net income by $647,000, or $0.07 per diluted share for
the fiscal year ended June 30, 2007 and $537,000 or $.06 per diluted share for fiscal year 2006. As of June 30, 2007, the
total remaining unrecognized compensation cost related to non-vested stock options amounted to $1.1 milion. The
Company expects to recognize this cost over a weighted average vesting period of 1.52 years.

The Company received $1,390,000 in cash from option exercises under all share-based payment arrangements for the
twelve months ended June 30, 2007. The actual tax henefit realized related to tax deductions for non-qualified options
exercised and disqualifying dispositions under all share-based payment arrangements totaled $1,350,000 for fiscal 2007.
The Company maintains a 1992 Stock Option Plan (*1992 Plan”) and 1998 Global Team Member Stock Option Plan
("1998 Plan") covering substantially all company employees and certain other key persons and a Directors Stock Option
Plan (“Directors Plan”) covering all non-employee directors. During fiscal 2005, shareholders approved a new 2004 Stock
Incentive Plan that replaced the 1892 and Directers Plans as to future grants. Options previously granted under the 1992
and Directors Plans will continue to be maintained until all options are exercised, cancelled or expire. The 2004, 1992 and
Directors Plans are administered by a committee of the Board of Directors, the Management Development, Compensation
and Stock Option Committee. The 1998 Plan is administered by the President of the Company.
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Awards under the 2004 Stock Incentive Plan may be in the form of stock options, stock appreciation rights, restricted
stock or restricted stock units, performance share awards, director stock purchase rights and deferred stock units; or any
combination thereof. The terms of the awards will be determined by the Management Development, Compensation and
Stock Option Committee, unless specified in the 2004 Stock Incentive Plan. As of June 30, 2007, the Company has only
issued awards in the form of stock options. Options outstanding under the 2004 Stock Incentive Plan and the 1992 and
1998 Plans generally become exercisable at 25% per year beginning one year after the date of grant and expire ten years
after the date of grant. Options outstanding under the Directors Plan are either an initial option or an annual option. Prior
to December 7, 2004, initial options of 15,000 shares were granted as of the date the non-employee director was first
elected to the Board of Directors and became exercisable in full on the first anniversary of the date of grant. Prior to
December 7, 2004, annual options of 3,000 shares were granted as of the date of the respective annual meeting to each
non-employee director serving at least six months prior to the annual meeting and become exercisable in three annual
increments of 33 1/3% after the date of grant. Options under the Directors Plan expire ten years from the date of grant.
Option prices for options granted under these plans must not be less than fair market value of the Company's stock on the
date of grant.

Activity under these Plans is shown in the following tables:

Fiscal Year 2007 Fiscal Year 2006
Weighted  Aggregate Weighted  Aggregate
Average Intrinsic Average Intrinsic
Exercise Value!” Exercise Value
Shares subject tc option Shares Price {$000) Shares Frice {$000)
Outstanding at beginning of period 1,985,447 $ 613 2,204,007 S 7.56
New Grants (based on fair value of
common stock at dates of grant} 334,070 $ 8.55 243,675 S 672
Exercised (390,325) $ 362 {170,699) S 216
Expired (49,993) $26.67 {234,001) $23.17
Forfeited (44,240) $ 678 {57,535) S 6.62
Qutstanding at end of period 1,834,959 $ 6.53 $7.734 1,885,447 S 6.13 $6,557
Exercisable at end of pericd 1,181,415 $ 592 $6,260 1,337,246 S 6.08 $5,352
Fiscal Year 2005
Weighted  Aggregate
Average Intrinsic
Exercise Value!
Shares subject to option Shares Price {($000)

Outstanding at beginning of period 2,182,882 $ 8.06
New Grants {based on fair value of

common stock at dates of grant) 401,350 $ 6.75
Exercised (122,247) § 213
Expired {95,809) $24.09
Forfeited {162,169) $ 6.60
QOutstanding at end of period 2,204,007 $ 7.56 $5,039
Exercisable at end of period 1435874 § 8.80 $3,814

(1) The intrinsic value of a stock option is the amount by which the current market value of the underlying stock exceeds
the exercise price of the option. The total intrinsic value of stock options exercised during the fiscal years ended June 30,
2007, 2006 and 2005, were $1,025,000, $571,000 and $553,000, respectively,

The total fair value of shares vested during the fiscal years ended June 30, 2007, 2006 and 2005, were $843,000,
$746,000 and $1,076,000, respectively.

The estimated fair value as of the date options were granted during the periods presented using the Black Scholes option-
pricing model, was as follows:

2007 2006 2005
Weighted Average Estimated Fair Value Per Share
Of Options Granted During The Period $3.08 $2.28 $2.12
Assumptions:
Amortized Dividend Yield - - -
Common Stock Price Volatility 31.42% 30.16% 28.40%
Risk Free Rate Of Return 4.68% 4.02% 3.38%
Expected Option Term {in years) 5 5 5




The following table summarizes information about stock opticns at June 30, 2007:

Options Qutstanding Options Exercisable
Weighted Weighted Weighted
Average Average Average
Remaining Exercise Exercise

Range of Exercise Prices Shares Contractual Life Price Shares Price
$124 to $ 3.16 473,723 427 $ 1.67 473,723 $ 167
327 to 6.50 518,626 523 $ 5.71 377,563 $ 542
6556 to 8.00 470,239 7.21 $ 7.05 229,458 $ 6.93
8.04 to 31.40 372,371 7.14 $13.19 100,671 $25.42
$124 fto $31.40 1.834,959 5.87 $ 6.53 1,181,415 $ 582

At June 30, 2007, options covering 263,397 shares were available for future grants under the 2004 and 1998 Plans.
10. Income Taxes

Income from continuing operations before income taxes for U.S. and foreign operations was as follows {in thousands):

2007 2006 2005
u.s. $ 679 $1,096 $3,289
Foreign 2,067 3,831 1,897
Total $2,746 $4,927 $5.186

During fiscal 2006, the Company recorded $290,000 of tax expense related to the repatriation of $6.3 million of un-
remitted earnings of certain of the Company’s European subsidiaries under the provisions of the American Jobs Creation
Act of 2004. The income tax provision {(benefit) reflected in the statement of income consists of the following (in
thousands):

2007 2006 2005

Current provision {benefit):

U.S. Federal & State $ (193) $ 420 5 (8

Foreign 1,406 537 606
Deferred taxes

u.s. 307 757 1,154

Foreign (233) (26) 152
Total provision $1,287 $1.688 $1.904

The Company's deferred tax assets are substantially represented by the tax benefit of net operating losses and the tax
benefit of future deductions represented by allowance for bad debts, warranty expenses and inventory obsolescence and
tax credit carry-forwards. The Company established in fiscal 2002 a valuation allowance for tax credit carry forwards and
other items where it was more likely than not that these items would expire or not be deductible before the Company was
able to realize their benefit.  In fiscal 2007, the Company increased its valuation allowance to provide for net operating
loss carry-forwards related to some of its foreign operations where the Company believed it was more likely than not that
the tax benefits would not be fully utilized in the next few years. In the second quarter of fiscal 2008, the Company
recognized a $725,000 tax benefit associated with reversing the valuation allowance related to net operating losses in the
United States. This action was taken because the Company believed there was positive evidence that it was more likely
than not that the tax benefits associated with the valuation allowance on the net operating loss carry-forwards in the
United States would be utilized. The positive evidence was based on several years of taxable income in the United States
and expected taxable income in the United States in the future. The Company continues to have a valuation allowance
for tax credit carry-forwards in the United States that it still expects will more likely than not expire prior to the tax benefit
being realized. The components of deferred tax assets were as follows (in thousands):

2007 2006 2005
Benefit of net operating losses $ 4,803 $ 4,399 $5947
Tax credit carry-forwards 3,780 3,571 2,967
Other, principally reserves 1,015 1.405 1.182
Deferred tax asset 9,588 9,375 10,096
Valuation allowance (3,971) (3,724) (3,692}
Net deferred tax asset $.5.627 $.5.651 $.6.404
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Rate reconciliation:

Provision at U.S. statutory rate 34.0 % 34.0% 34.0 %
Net effect of taxes on foreign activities 11.1 % (13.5)% 2.2%
Tax effect of U.S. permanent differences 54 % 8.6 % -

State taxes and other, net 0.4 % 0.1 % 0.5%
Adjustment of federalfforeign income taxes provided for in pricr years (13.0)% 45% (2.8)%
Valuation allowance _8.0% _0.6% 28%
Effective tax rate 46.9 % 343 % 36.7 %

No provision was made with respect to earnings as of June 30, 2007 that have been retained for use by foreign
subsidiaries. It is not practicable to estimate the amount of unrecognized deferred tax liability for the undistributed foreign
earnings. At June 30, 2007, the Company had net operating loss carry-forwards for Federal income tax purposes of $12.4
miliion that expire in the years 2020 through 2027 and tax credit carry-forwards of $3.8 million of which $3.5 million expire
in the years 2007 through 2021. The net change in the total valuation allowance for the years ended June 30, 2007,
2006, and 2005 was an increase of $247,000, $32,000 and $145,000, respectively.

11. Segment and Geographic Information

Effective April 1, 2007, the Company organized its business into two operating segments, Automated Systems and
Technology Products. The Company's reportable segments are strategic business units that have separate management
teams focused on different marketing strategies. The Automated Systems segment primarily sells its products to
automotive companies either directly or through manufacturing line builders, system integrators or original equipment
manufacturers, (‘OEMs”). The Company’s Automated Systems products are primarily custom designed systems typically
purchased for installation in connection with new mode! retooling programs. The Automated Systems segment includes
Value-Added Services products as the services are primarily related to Automated Systems products. The Technology
Products segment sells its product to a variety of markets through OEMs, system integrators and value-added resellers.
The Company's Technology Products target the digitizing, reverse engineering and inspection markets and include
products that are sold as whole components ready for use.

The accounting policies of the segments are the same as those described in the summary of significant policies. The
Company evaluates performance based on operating income, excluding unusual items. Company-wide costs are
allocated between segments based on revenues and/or labor as deemed appropriate.

Reportable Segments {$000) Automated Systems  Technology Products  Consolidated

Twelve months ended June 30, 2007

Net sales $42,309 $19,943 $62,252
Operating income {loss) 1,007 846 1,853
Assets, net 43,038 22,427 65,465
Depreciation and amortization 7.904 4,108 12,012
Twelve months ended June 30, 2006

Net sales $46,959 $10,916 $57,875
Operating income {loss) 4,871 (503) 4,368
Assets, net 50,296 12,099 62,395
Depreciation and amortization 9,079 2,185 11,264
Twelve months ended June 30, 2005

Net sales $43,724 $11,168 $54,892
Operating income (loss) 4,709 (14) 4,695
Assets, net 50,568 12,822 63,390
Depreciation and amortization 8,010 2,028 10,038

The Company primarily accounts for geographic sales based on the country from which the sale is invoiced rather than
the country to which the product is shipped. The Company operates in three primary geographic areas: The Americas
(substantially all of which is the United States, with immaterial net sales in Brazil), Europe, and Asia.
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Geographical Regions ($000) Amgricas Europe’ Asia Consolidated

Twelve months ended June 30, 2007

Net sales $33,086 $26,772 $2,394 $62,252
Long-lived assets, net 6,438 513 1086 7,057
Twelve months ended June 30, 2006

Net sales $37,384 $18,938 $1,553 $57.875
Long-lived assets, net 6,765 534 109 7,408
Twelve months ended June 30, 2005

Net sales $33,067 $19,897 $1,928 $54,892
Long-lived assets, net 7.142 521 24 7,687

1 The Company's German subsidiary had net external sales of $26.8 million, $18.9 million and $19.9 milfion in the fiscal years ended
June 30, 2007, 2006 and 2005, respectively. Long-lived assets of the Company's German subsidiary were $478,000, $514,000 and
$505,000 as of June 30, 2007, 2006 and 2005, respectively.

12. Selected Quarterly Financial Data {unaudited)

Selected unaudited quarterly financial data for the fiscal years ended June 30, 2007 and 2006 are as follows (in
thousands, except per share amounts):

Quarter Ended

Fiscal Year 2007 09/30/06 12/31/06 03/31/07 06/30/07
Net sales $10,710 $12,234 $15,954 $23,354
Gross profit 4,487 4,546 7,257 10,710
Net income (loss) (641} (864) 691 2,273
Earnings (loss) per share

Basic (0.08) (0.11) 0.08 0.28

Diluted (0.08) 0.11) 0.08 0.26
Fiscal Year 2006 03/30/05 12/31/05 £3/31/06 06/30/06
Net sales $12,760 $17,188 $13,447 $14,480
Gross profit 5,583 8,298 7,149 6,257
Net income (loss) 269 2,194 1,048 (272)
Earnings {loss) per share

Basic 0.03 0.25 0.12 (0.03)

Diluted 0.03 0.24 0.12 (0.03)

ITEM9: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLLOSURES

None.
ITEM 9A: CONTROLS AND PROCEDURES

The Company carried out an evaluation, under the supervision and with the participation of the Company’s management,
including its Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer of the effectiveness of the design
and operation of the Company's disclosure controls and pracedures pursuant to Rule 13a-15 of the Securities Exchange
Act of 1934. Based upon that evaluation, the Company’'s Chief Executive Officer, Chief Financial OCfficer and Chief
Accounting Officer concluded that, as of June 30, 2007, solely as a result of the material weakness in our internal control
over financial reporting discussed below, the Company’s disclosure controls and procedures were not effective in causing
the material information required to be disclosed in the reports that it files or submits under the Securities Exchange Act of
1934 to be recorded, processed, summarized and reported, to the extent applicable, within the time periods required for
the Company to meet the SEC filing deadlines for these reports specified in the SEC’s rules and forms.

During the quarter ended June 30, 2007, in connection with the audit of the Company’s consolidated financia! statements
as of June 30, 2007, the Company and its outside auditor, Grant Thomton LLP, identified a material weakness in the
Company's internal control over financial reporting related to the calculation and review of income taxes. This deficiency
resulted from an ineffective review process. As a result of this deficiency, there were errors in the accounting for the
provision for income taxes, deferred income taxes, and current income taxes payable, primarily related to the Company’s
foreign operations, which were detected and remedied in connection with the preparation of the Company’s consolidated
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financial statements as of June 30, 2007. The Company is in the process of remediating the material weakness by
implementing additional monitoring and oversight controls including engaging external tax advisors to assist in the review
of our income tax calculations to ensure compliance with generally accepted accounting principles.

There have been no changes in the Company’s internal controls over financial reporting during the quarter ended June
30, 2007 identified in connection with the Company's evaluation that has materially affected, or is reasonably iikely to
materially affect, the Company’s internal controls over financial reporting.

ITEM 9B: OTHER INFORMATION
None.
PART Nl
iITEM 10: DIRECTORS, EXECUTIVE OFFICERS and CORPORATE GOVERNANCE OF THE REGISTRANT

The information contained under the captions "Matters to Come before the Meeting — Proposal 1: Election of Directors”,
“Corporate Governance”, “Executive Officers”, “Section 16{(a) Beneficial Ownership Reporting Compliance” and
“Corporate Governance — Code of Ethics” of the registrant’s proxy statement for 2007 Annual Meeting of Shareholders
(the “Proxy Statement’) is incorporated herein by reference.

The information required by Part Ill, ftem 10 with respect to the Company's nominating committee, audit committee and
the audit committee’s financial expert is set forth in the Proxy Statement under the captions “Corporate Governance ~
Audit Committee”, “Corporate Governance — Nominating and Corporate Governance Committee” and “Corporate
Governance — Audit Committee Report,” which paragraphs are incorporated herein by reference.

The Company has adopted a Code of Business Conduct and Ethics that applies to all of the Company's directors,
executive and financial officers and employees. The Code of Business Conduct and Ethics has been posted to the
Company's website at www.perceptron.com in the Company section under “Financials” and is available free of charge
through the Company's website. The Company will post information regarding any amendment to, or waiver from, the
Company's Code of Business Conduct and Ethics for executive and financial officers and directors on the Company's
website in the Company section under “Financials”,

ITEM 11: EXECUTIVE COMPENSATION

The information contained under the captions "Matters to Come before the Meeting — Proposal 1: Election of Directors -
Director Compensation for 2007", “Matters to Come before the Meeting — Proposal 1: Election of Directors — Standard
Director Compensation Arrangements”, “Compensation of Executive Gfficers”, “Corporate Governance — Management
Development, Compensation and Stock Option Committee Interfocks and Insider Participation” and “Compensation of
Executive Officers — Report of the Management Development, Compensation and Stock Option Committee” of the Proxy

Statement is incorporated herein by reference.

(TEM 12: SECURITY OWNERSHIP? OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information contained under the capticns “Share Ownership of Management and Certain Shareholders — Principal
Shareholders” and “Share Ownership of Management and Certain Shareholders — Beneficial Ownership by Directors and
Executive Officers” of the Proxy Statement is incorporated herein by reference.

EQUITY COMPENSATION PLAN INFORMATION
The following table gives information about the Company's Common Stock that may be issued upon the exercise of
options, warrants and rights under all of the Company’s existing equity compensation plans as of June 30, 2007, including

the 2004 Stock Incentive Plan, the 1992 Stock Option Plan, the Directors Stock Option Plan, the 1998 Global Team
Member Stock Option Plan, and the Employee Stock Purchase Plan (together, the “Plans™):
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Number of securities
to be issued upon

Weighted-average
exercise price of

Number of securities
remaining available for
future issuance under

equity compensation

exercise of outstanding plans {excluding
outstanding options, options, warrants securities
Plan Categery warrants and rights and rights reflected in column {(a}}
(a (b) (c)
Equity compensation plans approved by
shareholders:
2004 Stock Incentive Plan 314,450 ) $8.16 245,389
1992 Stock Option Plan 820,985 @ $6.76 -
Directors Stock Option Plan 139,000 @ $4.83 -
Employee Stock Purchase Plan 5610 % $7.23 119,557
Total of equity compensation plans
approved by shareholders 1,280,045 $6.90 364,946
Equity compensation plans not
approved by shareholders: 1998 Global
Team Member Stock Option Plan 560,524 $5.69 18,008
Total: 1,840,569 $6.53 382,954

(1) Awards under the 2004 Stock Incentive Plan may be in the form of stock options, stock appreciation rights, restricted
stock or restricted stock units, performance share awards, director stock purchase rights and deferred stock units; or
any combination thereof.

(2) The 2004 Stock Incentive Plan replaced the 1992 Stock Option Plan and Directors Stock Option Plan effective
December 7, 2004. Further grants under these plans have been cancelled.

(3) Does not include an undeterminable number of shares subject to a payroll deduction election under the Employee
Stock Purchase Plan for the period from July 1, 2007 until December 31, 2007, which will not be issued until January
2008.

1998 Global Team Member Stock Option Plan

On February 26, 1998, the Company’s Board approved the 1998 Global Team Member Stock Option Plan (the “1998
Plan”), pursuant to which non-qualified stock options may be granted to employees who are nct officers or directors or
subject to Section 16 of the Exchange Act. The 1998 Plan has been amended by the Board on several occasions
thereafter.

The purpose of the 1998 Plan is to promote the Company's success by linking the personal interests of non-executive
employees to those of the Company's shareholders and by providing participants with an incentive for outstanding
performance. The 1998 Plan authorizes the granting of non-qualified stock options only. The President of the Company
administers the 1998 Plan and has the power to set the terms of any grants under the 1998 Plan. The exercise price of
an option may not be less than the fair market value of the underlying stock on the date of grant and no option may have a
term of more than ten years. All of the options that are currently outstanding under the 1998 Plan become exercisable
ratably over a four-year period beginning at the grant date and expire ten years from the date of grant. If, for any reason,
an option lapses, expires or terminates without having been exercised in full, the unpurchased shares covered thereby are
again available for grants of options under the 1998 Plan. In addition, if the option is exercised by delivery to the
Company of shares previously acquired pursuant to options granted under the 1998 Plan, then shares of Common Steck
delivered in payment of the exercise price of an option will again be available for grants of options under the 1998 Plan.

The exercise price is payable in full in cash at the time of exercise; or in shares of Common Stock, (but generally, only if
such shares have been owned for at least six months or, if they have not been owned by the optionee for at least six
months, the optionee then owns, and has owned for at least six months, at least an equal number of shares of Common
Stock as the option shares being delivered); or the exercise price may be paid by detivery to the Company of a properly
executed exercise notice, together with irrevocable instructions to the participant's broker to deliver to the Company
sufficient cash to pay the exercise price and any applicable income and employment withholding taxes, in accordance with
a written agreement between the Company and the brokerage firm (“cashless exercise" procedure).

Generally, if the employment by the Company of any cptionee who is an employee terminates for any reason, other than

by death or total and permanent disability, any option which the optionee is entitled to exercise on the date of employment
termination may be exercised by the optionee at any time on or before the earlier of the expiration date of
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PERCEPTRON PROFILE

Perceptron, Inc. ("Perceptron” or the “Company”) develops, produces and markets non-contact metrology solutions for
manufacturing process control as well as sensor and software technologies for non-contact measurement and
inspection applications. Perceptron's product offerings are designed to improve quality, increase productivity and
decrease costs in manufacturing and product development. Perceptron also produces innovative technology solutions
for scanning and inspection, serving industrial, trade and consumer applications. Among the solutions offered by the
Company are: 1) Laser-based, non-contact gauging systems that provide 100% in-line measurement for reduction of
process variation; 2) Laser-based, non-contact systems that guide robots in a variety of automated assembly
applications; 3) Laser-based, non-contact 3-D scanning systems that eliminate costly and compiex mechanical devices,
and; 4) Technology products and software for the Coordinate Measurement Machine (CMM), portable CMM, wheel
alignment, reverse engineering, digitizing, inspection and forest products industry. The Company services multipte
markets, with the largest being the automotive industry. The Company has recently introduced a new line of electronic
inspection products. The new line is currently being sold to an original equipment manufacturer (OEM) and distributed
through its wholesale and retail distribution networks targeting both the professional tradesman and the do-it-yourself

homecwner. The Company's primary operations are in North America, Europe and Asia.

CORPORATE INFORMATION
Board of Directors

Alfred A. Pease

Chairman of the Board,

President & Chief Executive Officer
Perceptron, Inc.

David J, Beattie
Former President
McNaughton-McKay Electric Co.

Kenneth R. Dabrowski
President
Durant Group, L.L.C.

Philip J. DeCocco
President
Sturges House, Inc.

W. Richard Marz
President
MMW Group

Robert S. Oswald
Chairman

Bendix Commercial Vehicle
Systems, LLC

James A. Ratigan

Vice President &

Chief Financial Officer
Nitric BioTherapeutics, Inc.

Terryll R. Smith

President & Chief Executive Officer
Woater Security Corp.

FEND

\

Executive Officers

Alfred A. Pease
Chairman of the Board,
President & Chief Executive Officer

Paul J. Eckhoff
Senior Vice President,
Commercial Products
Business Unit

Mark S. Hoefing

Vice President, Sales & Marketing
Acting leader Global Automotive
Business Unit

John H. Lowry, Il
Vice President, Finance &
Chief Financial Officer

Harry 7. Rittenour

Senior Vice President,
Product Production and Quality
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Shareholder Information

Inquiries concerning lost stock
certificates, change of address,
account status, or other questions
regarding your stock in Perceptron, Inc.
should be directed to the Company’s
Transfer Agent.

Transfer Agent

American Stock & Trust Company
59 Maiden Lane

New York, NY 10038
800-937-5449

Independent Registered Public
Accounting Firm

Grant Thornton LLP

Southfield, M

Legal Counsel
Dykema Gossett PLLC
Detroit, Ml

The Company's annual reports on
Form 10-K and quarterly reports on
Form 10-Q filed with the SEC are
available without charge upon
request by accessing the
Company's web site at:

www.perceptron.com or by
contacting:

Investor Relations
47827 Halyard Drive
Plymouth, MI 48170
734-414-6100

@ 2047 Percaptron, Inc. The Perceptron Logo is a
registered trademark of Perceptron, Inc. For a listing of
other trademarks and registrations, please see ltem 1 of

the Company's Annual Report on Form 10-K.




